





BANK RATE AND BUDGET 


TREASURY CONTROL IN THE 
AGE OF INFLATION— 


J. ENOCH POWELL 


DEBATE ON FORWARD EXCHANGE 


ISRAEL’S ECONOMIC PROBLEM 
NEW ZEALAND BETWEEN TWO DANGERS 
AMERICAN BANKS BEFORE THE TURN 
UNEMPLOYMENT IN WALES 


i f 


OF 
ee 








APRIL 1958 ° 2s 6p 











INTEREST ON TERM SHARES 
INCREASED T0 


A leading Society offers 4% — a 
(Income Tax paid) for sums q 
of £250-£5,000, equivalent | 4 
to approximately £7° where | 
Income Tax is paid at 
Standard rate. : 

Without obligation, call or 4 
write for full particulars (Income Tax Paid) ~ 


schemes.” “5? EAPITAL FREE FROM DEPRECIATION = 
Hastings and Thanet ; 


BUILDING SOCIETY 


Assets £24,000,000 Established over 100 years Reserves exceed £1,000,000 


Head Offices: Hastings and Ramsgate - London: 99 Baker Street, W.! 
BRANCHES AND AGENCIES THROUGHOUT THE COUNTRY 





BRADBURY, WILKINSON «& CO. LTD. 


eee 





DESIGNERS, ENGRAVERS & PRINTERS 
of 
BANK NOTES, POSTAGE STAMPS, 
BONDS, SHARE WARRANTS, 
CERTIFICATES, CHEQUES, 


and 
ALL DOCUMENTS OF SECURITY 


HEAD OFFICE & WORKS: LONDON OFFICE: 
NEW MALDEN, SURREY 20 COLEMAN STREET, E.C.2 


TELEPHONE: MONARCH 7531-2 


TV, Vase “6” 
DC, DE I 
hi 


vAS Wa as 


BS SZgSL SASL RS! SORE SASL SASL SRST SRL SSL SRST ORT SSL SSE RST SL SASL RT SSL SASL RS RT SS 
. ey DE DC DA DC DE DE DS DE DK Db. DO De TSB TSA TSECA TSECA PSECA PSN TSB TSE 








3 


























APRIL 1958 | VOL. CVIII NO. 387 


The Banker 


EDITOR: WILFRED KING 








Contents 


fepesinetenntintedokaarDk ie tnysaneteeneeo tietietaestmetennsoe en 


Frontispiece : SIR ARTHUR MORSE 
A Financial Notebook 
Budget after Bank Rate 
Treasury Control in the Age of Inflation: J. ENOCH POWELL 
As I See It: SIR OSCAR HOBSON 
Exchange Policy in the Forward Market 
Case for an Official Peg: JOHN sPRAOS 
Case for Official Support: A. E. JASAY 
Case for the Status Quo 
New Zealand between ‘T'wo Fires: J. W. ROWE 
Israel’s Economic Problem: YOHANAN RAMATI 
American Banking before the Turn: F. E. DANIELS 
How Serious is Welsh Unemployment ?: E. VICTOR MORGAN 
Contracts Violating Foreign Law: SPENCER G. MAURICE 
American Review 
International Review 
Appointments and Retirements 
Banking Statistics 





PUBLISHED BY THE BANKER LIMITED 
Editorial Office: 22 RYDER STREET * ST. JAMES’S * LONDON °* S.W.1 
Advertising Office: 9-11 POULTRY, LONDON, E.C.2 
Publishing Office: 72 COLEMAN STREET, LONDON, E.C.2 
Telephone: Monarch 83833 Telegrams: Bankrov, Ave, London Cables: Bankroy, London 
Annual subscription, including postage: British Isles, £1 16s. od.; Abroad, £1 14s. 6d. 
The Editor will consider articles offered for publication, but cannot accept responsibility 


in the event of loss of typescripts or delay in returning them. ‘The copyright of articles 
accepted for publication shall belong to THE BANKER LTD. 


X XIX 












































The Olivetti Divisumma 24 
7s a super-automatic printing calculator 


fitted with one register and a memory device. 
Operating at high speed, 

it carries out the four arithmetical operations, 
and gives automatic credit balances. 


Entirely new in conception and design, the 
Olivetti Divisumma 24 


is not merely a development of a previous model. 
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A Financial Notebook 





Bank Rate 6 per cent 


Tue reduction in Bank rate, widely 
expected in the market through 
January and February, came in the 
end as a surprise to most of the City. 
A big spurt—the biggest in a single 
day since late 1955—-was registered 
by industrial shares, the Financial 
Times index gaining 4.3 to 164.5, 
ten points above its three-year low 
point of late February; but the mar- 
ket was thin and most gains were not 
held on the following day. The re- 
sponse in the gilt-edged market was 
more restrained, with gains up to one 
point; a cut in Bank rate had been 
largely discounted. Short-dated as 
well as long-dated stocks (but not 
the mediums or irredeemables) now 
stand above their levels on the eve 
of the rise from 5 to 7 per cent. 

The clearest evidence of the un- 
expectedness of the official move was 
seen in the behaviour, before the 
event, of the Treasury bill rate, 
which, after its sharp decline in 
January and early February (from 
the peak of 62 per cent), had held 
steady at 6 per cent for fully a 
month. On the morrow of the Bank 
rate reduction the discount market 
reduced its tender rate by {4 per cent, 
to5#, per cent. This was a somewhat 
smaller cut than had been expected 
by some observers, since it carried 
the margin below Bank rate to barely 
# per cent wider than that estab- 
lished immediately after the emer- 
gency increase to 7 per cent. Some 
decline in coming weeks would, 


therefore, not be surprising. Unless 
the authorities keep money supplies 
very tight, this initial rate would 
atford the market a running profit 
of around { per cent, since the 
average cost of its money is now 
42-47 per cent. 

All fixed rates in the money mar- 
ket have been cut by 1 per cent— 
deposit rates to 4 per cent, and the 
clearing banks’ minimum rate on the 
“good” portion of their call loans 
to 4} per cent. Rates on bank 
advances are also down by a straight 
1 per cent. The clearing banks’ new 
rates, broadly speaking, thus range 
from 6} per cent for leading in- 
dustrial companies, 7 per cent for 
most other business and some pro- 
fessional and personal borrowers, to 
73-8 per cent for “‘ marginal ”’ bor- 
rowers. At the Scottish banks deposit 
rates are down 1 per cent to 34 per 
cent, and the minimum lending 
rates to 74 per cent on first-class 
security and 8 per cent otherwise. 


The Gold Inflow 


Sterling stood up well to the Bank 
rate reduction. After wilting moment- 
arily to $2.81, the official rate 
regained its former level of $2.812, 
while transferable sterling held firm 
at nearly $2.79}. In the forward 
market, margins narrowed in recog- 
nition of the narrowing of the interest 
differential between London and 
overseas centres. The premium on 
three months forward dollars fell 
from 23-22 cents to 23-23, almost 
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exactly offsetting the effect of the 
fall in the London Treasury bill rate. 
The net margin on covered arbitrage 
in Treasury bills between the two 
centres remains at around 2 per cent. 

If this structure is maintained, the 
inflow of funds for short-term invest- 
ment might not, therefore, fall off 
greatly. ‘That inflow has been per- 
ceptible, though its volume, and 
especially its net effect on the official 
gold and dollar reserves, have been 
exaggerated in some recent com- 
ments. As the article on page 229 
explains, there are important tech- 
nical influences that tend to neu- 
tralize, in part, the initial impact. 
The gold and EPU figures for Feb- 
ruary were better than for any month 
yet, with the single exception of 
October, 1950; and hot money played 
its part. More important contribu- 
tions, however, seem to have been 
those made by Britain’s trade surplus, 
itself the best since 1950; by the 
continued unwinding of the _ bear 
position against sterling, involving 
the settlement of old commercial 
debts and the rebuilding of working 
balances; and by two special sup- 
ports, one from Royal Dutch Shell, 
which invested in London a good 
part of the guilders and _ dollars 
received from its world-wide market 
issue, and another from the Frenc¢h 
authorities, who were feeling the 
backwash of their earlier ratissage 
operations and could now claw back 
fewer balances from the commercial 
banks. 

The actual rise in the reserves in 
February was $135 millions; but the 
true performance in the month was 
even better. The special influences 


—which, while they are of a non- 
recurring nature, still evince con- 
fidence in sterling—were reflected 
especially strongly in the transactions 
with the European Payments Union, 
and the EPU surplus reached £45 


millions ($125 millions). 


The re- 
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sultant gold payment of $94 millions 
reached the reserves only in March, 
while the February gold gain included 
$22 millions in settlement of the 
EPU surplus for January. Making 
the necessary adjustment, and allow- 
ing for $1 million of defence aid, 
the true gold surplus for February 
was $206 millions, after $166 millions 
for January and $68 millions for 
December. At $2,539 millions, the 
reserves at end-February were com- 
fortably above their level on the eve 
of the summer crisis—but only by 
dint of the $250 millions drawn from 
the Export-Import Bank. And the 
reserves have still to make up the 
losses of the Suez crisis and prepare 
for the repayment of the 556! 
millions then drawn from the Inter- 
national Monetary Fund. 


Current Surplus Swells 


Meanwhile, the surplus on Britain's 
current external payments as a whole 
goes from strength to strength. This 
is a sphere in which adverse in- 
fluences from the world recession 
operate only after a time-lag; the 
first impact has been highly favour- 
able. The excess of c.1.f. imports over 
f.o.b. exports shown in February’s 
trade returns was the smallest (except 
for one dock strike month) since 
1946; and in the four months 
November-February the average gap 
on this basis was only £21 millions, 
compared with £57 millions a month 
in the first half of 1957—-when the 
payments figures showed a true trade 
deficit for the six months together 
of only £25 millions, and a surplus 
on all current payments, despite the 
Suez loss of invisibles, of £125 
millions. 

This improvement is attributable 
almost entirely to the fall in the value 
of imports, nearly all of which in 
turn reflect the fall in prices and in 
tramp freight rates. Import prices 
are some 10 per cent below their 














levels in the first months of 1957; 
and as export prices have hardened a 
little—they rose by a point in Feb- 
ruary, while import prices were two 
points down—the terms of trade are 
now 11 per cent more favourable 
than a year ago, and better than at 
any time since 1946. In volume, both 
imports and exports are little changed 
on the year, though exports have 
probably fallen somewhat below their 
peak, reached in mid-1957. 

While exports to the United States 
have risen to new high records, ship- 
ments to other major industrial 
countries, notably Japan and OKEC 
countries, have fallen sharply; the 
offsetting increases have been in ex- 
ports to the white independent terri- 
tories of the sterling area. This 
conjuncture gives some cause for 
concern, for these territories are 
among those that have been worst 
hit by the decline in commodity 
prices, which must soon be expected 
to curtail their external outlays. 


Free Import of 
Pound Notes 

This year’s recovery of sterling has 
brought the rates in the unofficial 
markets for both transferable and 
security sterling funds within the 
dealing margins for official (American 
account) sterling. Early in March, 
the Bank of England encouraged a 
further unification of sterling rates by 
freeing the repatriation to Britain of 
sterling notes. ‘These may now be 
brought in without limit (the previous 
limit was £10 for each traveller) or 
sent by post and credited to the 
sterling account of the owner. Hence 
the discount on these notes now 
covers no more than the cost of 
remitting the notes to London. In 
Zurich the discount has narrowed 
from 54 per cent before the freeing 
to 2 per cent, while in New York the 
rate has risen from $2.70 to $2.81. 

The previous limit remains as a 
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restriction on the amount of steriing 
notes that may be taken out of the 
country by any individual. In fact, 
the present restrictions on the export 
of notes are being applied without 
severity; and the average expendi- 
ture of British tourists overseas is 
well below the maximum of £100. 

The removal of the restrictions on 
imports has so far caused no more 
than a trickle of notes to come back 
to London. The amount of sterling 
notes hoarded abroad is not thought 
to be large, and tends to be con- 
centrated in countries like France, 
where sterling notes are at a premium, 
so that the removal of restrictions on 
repatriation has provided no induce- 
ment to the holders of these notes to 
part with them. 


Seasonal Fall in Deposits 


The seasonal fall in bank deposits 
in the first seven weeks of this year 
reached £385 millions, compared 
with £376 millions in 1956 and £362 
millions in 1955; this year’s fall was, 
in fact, the largest yet experienced at 
this period. In the five weeks to 
February 19, the fall was actually a 
little less than seasonal, but the 
reduction in the first fortnight of 
January had been especially large 
reversing the strong upward trend of 
deposits in the final weeks of 1957. 
Liquid assets were reduced by {411 
millions between the end of the year 
and the February make-up, compared 
with £415 millions in 1957; yet the 
reduction in the outstanding issue of 
tender bills was this year only £360 
millions, to £3,080 millions by 
February 22, whereas in this period 
of 1957 the issue was reduced by 
a record £700 millions, to £2,900 
millions. 

The strong pull of deposit accounts 
is still making its mark; all but £16 
millions of the seasonal decline in 
deposits has been in current accounts. 
At mid-February, current accounts 
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were smaller by £165 millions than a 
year before, while deposit accounts 
were up by £376 millions, a rise of 
16 per cent. ‘The ratio to total 
deposits reached 424 per cent. 

With one more month of seasonal 
pressure before them, the banks still 
enjoyed a liquidity ratio of 35.2 per 
cent in mid-February, compared 
with 33.6 per cent a year before. Yet 


Feb 19, Change on 
1958 Month Year 
{mn {mn {mn 
Deposits.. 6400.4 — 309.3 -+-210.5 
“Net” Dep* 6130.5 — 261.6 201.1 
Liquid y 
Assets 2253.5 (35.2) -—282.6 ~~ 176.7 
Cash .. 514.9 (8.0) -— 35.5 15.6 
Call Money 414.4 (6.5) —- 89 —- 0.1 
Treas Bills 1207.2 (18.9) 227.5 190.7 
Other Bills 117.0 (17.8) — 10.7 29.6 
«<e Risk 99 
Assets 3963.8 (61.9) ~ 224 29.0 
Investments 2083.9 (32.6) 1.5 72.6 
Advances... 1880.0 (29.4) 21.0 — 43.6 
State Bds = 35.6 21.9 1.9 
All other 1824.4 43.0 — 41.6 


* Excluding items in course of collection. 
+ Ratio of assets to published deposits. 


there were no further ventures into 
the gilt-edged market following the 
net purchases of £334 millions in the 
first fortnight of January on the issue 
of the 54 per cent Exchequer Stock, 
1966. Advances rose by {21 millions 
(and would have risen by twice that 
amount but for repayments from the 
State boards, whose advances had 
run up temporarily); but this increase 
was not large for the season; that in 
February, 1957, was £60 millions, 
even though the State boards then 
repaid £37 millions. 


Advances and the 
‘* Requirement ”’ 

The downward trend in advances 
emerges plainly from the latest 
quarterly classification published by 
the British Bankers’ Association 


(which is reproduced on page 275). 
This shows that, while in the three 
months to mid-February the clearing 
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banks increased their true advances in 
Britain by {17.9 millions, advances 
by other banks fell by £8.2 millions. 
The net increase of £9.6 millions 
was exceptionally small for this 
“tax ’’ quarter, and there was no 
substantial distortion from the utili- 
ties. The February total was the 
lowest for this month since 1954. 
The 19 groups representing in- 
dustry and trade showed a net 
increase of only {2.9 millions—the 
smallest in recent years. The only 
groups to show significant increases 
were engineering (up £9.9 millions to 
{228.7 millions), other textiles, and 
quarrying (which more than doubled 
its advances, from {3.7 millions to 
£8.5 millions). ‘The main reductions, 
of some {£10 millions each, were 
shown by agriculture and the food, 
drink and tobacco group. ‘These two 
groups, and also iron and steel and 
non-ferrous metals, show significant 
reductions on the year. Outside in- 
dustry and trade, the personal and 
professional group received a small 
increase ({3.0 millions to £319.7 
millions), and ‘‘ other financial ”’ was 
up by {7.8 millions, following its big 
repayment in the previous quarter. 
The banks may now have no great 
difficulty in meeting the official ** re- 
quirement” to keep the average of 
their advances in the year to Sep- 
tember, 1958, to the level of 1956-57. 
In the first six months of the stipu- 
lated period the average of the clear- 
ing banks’ advances as shown in the 
monthly statements (excluding ad- 
vances to the State boards) was 
£1,832 millions, up on the year by 
£334 millions; but whereas the Sep- 
tember figure was up on the year by 
£132 millions, by February there 
was a reduction of {£42 millions. 
This achievement certainly owes 
much to the slackening of demand 
for advances, as a result of the fall 
in commodity prices and also of the 
deterrent set by the high rates of 

















interest. ‘This particular deterrent, 
admittedly, is now 1 per cent less. 

There has been no relaxation in 
the official precepts in the advances 
directive, but the Treasury has made 
a clarification about the special status 
of advances to finance exports. Where 
a bank has already received a guaran- 
tee of the Export Credits Guarantee 
Department on a medium - term 
credit, the Capital Issues Committee 
will give its approval automatically. 
The CIC is still instructed to look 
critically at other proposals to use 
bank advances for medium-term and 
long-term projects. 


A Banker’s Warning 


In his first address as chairman of 
the Bank of London and South 
America, Sir George Bolton, who 
until last year was an executive 
director of the Bank of England and 
is now an ordinary director, takes a 
generally sombre view of the recent 
trends in the world economy. Sir 
George gives three warnings. “ It 
appears possible ”’ that the world is 
moving into “‘a position of abund- 
ance, smaller profit margins and 
herce trade competition’”’; it may be 
prudent “to accept as a fact that 



















commodity prices have fallen for 
deep-seated economic and political 
reasons’’; and “there is little in the 
immediate future to suggest a return 
to the conditions of the last ten 
years ”’. 

Sir George draws special attention 
to some rarely noted long-term in- 
fluences working in a deflationary 
direction. ‘These are, first, the per- 
sistent and large agricultural sur- 
pluses accumulating in America; 
second, the growing capacity of 
Russia, and to a less extent China, to 
export metals and other raw materials 
and to supply capital goods and 
credit; and third, the economic im- 
plications of the revolution in military 
technique, in which the new very 
expensive weapons will require far 
less manpower and raw materials. 


Investing Ghana’s Sterling 

[It was inevitable that as soon as 
Ghana achieved its independence it 
would demand complete control over 
the investment of its sterling assets, 
a task that until recently has rested 
within the initiative of the Crown 
Agents for the Colonies. The 
change-over has taken place with 
every accession of a colony to inde- 
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pendence. In the case of Ghana, 
the urgency with which this transfer 
of authority has been sought has 
been accentuated by the severe fall 
in recent times in the market value 
of gilt-edged securities. 

The Ghana Government has now 
appointed a committee to advise it 
on its investment policy for the ster- 
ling assets of the Government and 
the Cocoa Board. The amount 
involved is about £104 millions. This 
figure excludes the sterling assets of 
the new central bank, perhaps another 
£55 millions, the investment of 
which will lie within the unrestricted 
initiative of the bank itself. The 
committee is headed by Lord Piercy. 
The other members are Lord Rennell 
of Morgan, Grenfell & Co, Mr Alfred 
Eggleston, the Governor of the Bank 
of Ghana, and Dr Goldschlager, a 
director of many investment trusts 
and property companies. 

Commenting on the appointment 
of this committee, the Finance 
Minister of Ghana, Mr K. Gbede- 
mah, has said that the maturities of 
the investments held on Government 
account should be synchronized with 
the estimated capital expenditure 
under the next five-year plan, while 
those of the Cocoa Board should, as 
far as possible, be linked to the in- 
cidence of seasonal deficits. ‘This 
suggests a considerable switching of 
the existing securities, of which about 
half mature in ten years or more, 
into shorter-dated stocks and bonds. 

Mr Gbedemah has indicated, more- 
over, that Ghana would not be 
averse to holding part of its sterling 
assets in equities if it were advised 
by the committee that this was the 
best method of maintaining the pur- 
chasing power of the assets. ‘There 
is to be an equally open mind about 
the possibility of switching part of 
the funds into dollar or other foreign 
currency securities. If any massive 


conversion were, in fact, ever to be 
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undertaken by Ghana, the inevitable 
response from London would have 
to be to reconsider the privileges 
enjoyed by the country as a member 
of the sterling area. But there is no 
need to assume that Ghana envisages 
any such switching; Mr Gbedemah’s 
remarks were merely intended to 
leave himself uncommitted. 


The Bank Sells Sovereigns 


An active trade in sovereigns has 
been done in the London bullion 
market in recent weeks, the seller 
being the Bank of England, and the 
buyers most of the authorized dealers 
in gold. The Bank has been selling 
mixed bags of sovereigns that include 
some of the 2 million new coins that 
have recently been produced by the 
Mint. The Bank appears to have 
sold about 250,000 sovereigns in the 
free markets overseas, bringing down 
the premium over the intrinsic value 
of the gold from about 16 per cent 
to 11 per cent. 

The sovereigns are sold against 
dollars or registered sterling. The 
latest transactions have taken place 
on the basis of a price of $9.25 per 
sovereign, equivalent to a gold price 
of about $39 an ounce. The Ex- 
change Account has thus been making 
a substantial profit on this traffic, 
since the premium over the bullion 
gold price of around $35 an ounce 
much more than covers the cost of 
minting these coins. 

Most of the sovereigns have been 
re-exported to Greece and Middle 
Eastern countries. In markets like 
Beirut, the premium on sovereigns 
varies within a margin of about 3 
per cent, according to the _ efhgy. 
‘“Queens’”’ are at a discount in 
Moslem countries and authorized 
dealers have found to their chagrin 
that a substantial proportion of the 
mixed parcels bought from the Bank 
have consisted of new Elizabeth II 
comms. 











Budget after Bank Rate 


HEN Bankrate came down from 7 per cent ten days ago, just 
six months after its dramatic increase, the authorities were 
at pains to emphasize that this reduction by 1 per cent did not 
imply any general relaxation in monetary policy—and, as some 
commentators asserted, was not even intended to have any relaxing effect. 
Soon afterwards, the Chancellor of the Exchequer actually declared that 
there had been “ no change in policy whatever ’’, recalling that the 7 per 
cent rate had been only one of the measures of last September and em- 
phasizing that all the others were being fully maintained. A good deal 
must now depend, and not least for the budget, upon whether this softening 
of a penal rate is, in fact, likely to have as little etfect upon the domestic 
economy as these statements seemed to assume. 

The budget that Mr Heathcoat Amory opens in a fortnight’s time has 
to be shaped for a period through which the major external influences upon 
Britain’s economy are probably less predictable, and yet could be more 
seriously disturbing, than at almost any time since the war. ‘The task of 
deciding what degree of firmness is needed in this budget to achieve the 
purpose of decisively ending inflation, without risking an unnecessary degree 
of slack in the economy, would have been a delicate and difficult one even in 
the absence of these unusual uncertainties overseas. Mr Amory and his 
advisers have now to guess whether the still deepening recession in the 
United States will or will not be shortly arrested by the considerable array 
of reflationary measures that have been either taken, contemplated or merely 
discussed by the United States Government during the past month or so. If 
they fear any considerable intensification of the strain upon world trade and 
pavments, they must try to decide whether that would hit sterling before it 
hit Britain’s domestic economy—whether, in fact, it might make dis- 
inflationary policies more necessary rather than less necessary for Britain. 

ls the Chancellor really asserting, as at first glance he appears to be, that 
this difhcult budgetary problem is precisely the same now that Bank rate 
has come down to 6 per cent as it would have been if the 7 per cent rate 
had been maintained ? Such an opinion would be hard to square with the 
experience of the past six months, during which the psychological, if not the 
“real ’’, effects of the penal rate, upon the home economy as well as in the 
exchange markets, have surely fulfilled the best hopes of the authorities when 
they took the plunge last September. In both spheres the startling increase 
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in Bank rate was the means of proving that the Government meant business. 

If it had no other effect than that, it still was of decisive importance. Is 
the rate now to be regarded as a one-way instrument, which may have 
salutary effects when raised but negligible ones when reduced ; 

The main justification for the reduction lies, in any case, in the trans- 
formation that has occurred on the external front. As a note on page 2()5 
records, the improvement in sterling had culminated in the best gold and 
EPU figures since 1950. At the same time, the rate of surplus on Britain’s 
current balance of payments as a whole has risen further. The credit earned 
in the second half of 1957 is likely to be at least as big as that for the first 
half—which would put the full year’s surplus at not less than £250 millions 
with a considerably better rate achieved in the past few months. This 
particular trend, admittedly, is chiefly due to the large gain in Britain’s 
terms of trade from the fall in commodity prices, a movement that has 
reduced the incomes of the great primary producing countries, and thus 
already holds longer-run dangers for sterling. It is heartening to realize that 
whatever apprehensions these dangers have aroused in the exchange markets 
have so far weighed imperceptibly against the favourable influences—the 
closing of bear positions opened last year, the good shape of the current 
account, and some attraction of speculative funds. 

To the extent that the 7 per cent rate was directed against the crisis in the 
exchange market, it could therefore be claimed to have served its purpose— 
even though a further strengthening of the gold reserves remains of first 
importance. It is sensible to reduce an exceptional rate as soon as is reasonably 
possible, if only to restore scope for manoeuvre. But it was also stated last 
September, as Mr Amory recalled last month, that some rise in Bank rate 
was needed to support the other measures—the tight control over bank 
advances, capital issues and investment expenditure by the public sector— 
‘* during the period in which they are developing their full effect ’’. He now 
seems to imply that a one per cent increase, to 6 per cent, itself a very high 
rate, would then have been judged sufficient for this purpose if sterling had 
not been in such acute danger. No doubt it would have been; but that does 
not prove that no domestic risks are being run by bringing the rate down to 
that level at this juncture. It may be, indeed, that the advantages of getting 
rid of an extreme rate outweigh the risks; but the degree of risk depends 
upon how firmly the Government holds the line in other policies, and 
especially upon the firmness of the budget. 

Though some softening has occurred in the domestic economy in recent 
months, the Government obviously still holds to the view that the battle 
against inflation has not yet been decisively won. ‘Thus, from Mr Amory: 


The Government’s anti-inflationary policies remain the same and will be 
prosecuted with the same vigour as during recent months. ‘This applies 
equally to the credit squeeze and to our attitude, which has been made 
quite clear, to inflationary wage increases. 


The decisive test must come on the wages front, and that test still lies ahead. 
The objective of stopping the wages-prices spiral naturally does not pre- 
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suppose a complete stabilization of wage rates. But any major increase that 
demonstrably outran what might be justified by productivity and demand in 
the particular case, such as the rail wage award of last spring, could start a 
new run on sterling even before it had set the spiral on another turn. 

It cannot yet be said that such dangers have been ruled out by the change 
in the domestic climate that has occurred so far. Last month’s award by 
the Industrial Court on the London busmen’s claim has happily not provided 
the foundation for any 1958 wage “ pattern’’. On the contrary, it set an 
important precedent by confining its recommended increase solely to the 
central area, in which there has been some labour shortage by reference to 
existing services. But the amount of that recommendation, equivalent to 
roughly 44 per cent, would certainly be dangerously excessive in the circum- 
stances of this year if it became the standard for settlements with other major 
groups, and notably with the railwaymen. 

The Government, for its part, has reafirmed the tough formula laid down 
last autumn for dealing with wage claims in which it is itself the employer. 
The Minister of Transport was quick to remind the London ‘Transport 
Executive that it was not open to it to meet any increase for the central 
bus crews either by putting up fares or by increasing the deficit that is being 
financed by the Treasury. This should make it more than ever clear to union 
members that, so long as this formula holds, any wage increase that goes 
beyond the genuine savings from additional productivity can be obtained 
only at the cost of emergency economies that will reduce the level of employ- 
ment. But is it yet sure that the easing of inflationary forces at home will 
now go far enough to destroy the bad habits of the years of inflation, to 
induce at least the main groups of private employers to hold fast to a parallel 
formula—and better still, that the change in climate will cause the unions 
themselves to moderate the pressure of wage demands sufficiently to avoid 
a major showdown ? 

[f the domestic economy is considered as a whole, the effect so far both 
of the Government’s drive against inflation and of the deflationary trends 
overseas has been to stabilize rather than to reduce the level of activity. 
In December and January, the latest months for which estimates are available, 
aggregate industrial production, with the index at 137-8 (1948 100), had 
slipped back a little from the level attained in the summer and autumn 
(139) for the seven months May-November), but was still slightly above its 
level of twelve months previously (136). This stability conceals, however, 
some important changes in atmosphere and some widely divergent movements 
in individual industries. A striking symptom of the atmospheric change has 
been the accumulation of coal stocks and the cessation of recruitment by the 
Coal Board; at the other extreme there has been the major expansion of the 
automobile industry. Because of these disparities, the aggregate statistics 
tend to exaggerate the degree of disinflationary room for manoeuvre that 
has been opened up. The aggregates show that the margin, such as it is, 
has been attained by keeping the rise in total demand below the rise in 
productive capacity, rather than by forcing both demand and output down. 
Because of the yield from new investment, a stable or slightly increased 
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total output has been accompanied by a rise in unemployment. In the ten 
weeks to mid-February the total rose by 90,000—actually by a little more 
than the rise caused by the Suez dislocation in the similar period of 1956-57— 
to 425,000, its highest since the post-Korea recession of 1952. But this 
total naturally includes the considerable pockets of so-called “ structural ”’ 
unemployment that have arisen in particular industries and localities, such 
as the two areas in Wales considered by Professor Victor Morgan in an 
article on page 252. This structural unemployment poses difficult prob- 
lems of high political concern that can be tackled only by specific measures, 
and on social rather than economic grounds. 

On this footing, while it may be clear that the economy is no longer beset 
by an overload of demand, it certainly has not yet swung into the opposite 
danger. ‘The average level of unemployment at mid-February, including 
this special unemployment, was still no more than 1.9 per cent. The room 
for manoeuvre will no doubt tend to widen somewhat further as still more 
completions of investment schemes add their quota to capacity; but, in the 
absence of severe repercussions from overseas, there is no sign that it might 
widen dramatically and rapidly. Provided there is no sudden and severe 
contraction in exports, and provided that the prevalent uncertainties do not 
lead industry sharply to run down its stocks (the rise in stocks ceased in 
manufacturing industry in the fourth quarter of 1957), the aggregate volume 
of demand this year should not differ significantly from last year’s. 

These provisos are all-important. But it would be folly to make the mere 
contingency of contraction a justification for the reflationary policy for which 
many people are already appealing. Moreover, the questions whether, and 
if so to what extent, it would be safe for Britain to try to neutralize the 
domestic effects of an “‘ imported ” depression cannot be answered until the 
character of the impact can be clearly foreseen. At present it is much more 
important for the Government to make sure that it does not relax too soon 
than it is to try to guard against dangers that may never materialize. In spite 
of the Chancellor’s explanations, there are some who believe the process of 
relaxation was begun with the Bank rate reduction. If any substantial further 
relaxation is conceded soon, it could have untoward repercussions both upon 
sterling and upon the wage negotiations. The budget is not now needed as 
an instrument of additional disinflation: but, on the other hand, it would 
at this juncture be most unwise to concede any considerable general relief 
in taxation. 

If Mr Amory concludes, as well he may, that he has a modest margin 
in hand, it would be wise to use this for specific reliefs that can be defended as 
alleviation of particular hardship, and thus to avoid conveying the impression 
that anti-inflationary vigilance is no longer needed. If the budget does 
indeed follow a discreet pattern of this kind, then last month’s cut in Bank 
rate will deserve a quiet welcome—though hardly for the reasons given by 
Mr Amory. It has always seemed preferable that, when some relaxation 
becomes possible, it should be given by a mild gesture towards easing the 
restraints on investment rather than by premature relief to consumers 
through the budget. 
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Treasury Control in the 


Age of Inflation 


Inflation nowadays is only one of signed because of the increase in the 
several escalators that take traditional draft estimates that are shaping this 
Treasury control for a ride. This is  month’s budget. Estimates, Mr Powell 
the devastating conclusion reached by says, may become expressions of hope, 
Mr Enoch Powell, one of the three and supplementaries a matter of course. 
Treasury ministers who recently re- EDITOR. 


By J. ENOCH POWELL 


~ 


O expenditure may be incurred by public departments that is 
not covered by an estimate; no new expenditure may be incurred, 
or included in a draft estimate, without the prior approval of the 
Treasury; no staff may be employed in excess of a limit fixed by 





the ‘l’reasury. 

These rules are the principal instruments by which control is exerted 
over public expenditure. In the days in which they were invented and 
perfected they were formidable and effective instruments. ‘To-day they are 
not only imperfect in their action; they are actually dangerous, in that they 
present all the appearance, without the full reality, of control. The ‘* Glad- 
stonian garrison ”’ may still be at their posts, but to repel foes of the twentieth 
century they have only the armaments of the nineteenth. 

The assumption which underlies the classical rules is that if no new service 
is undertaken, and no existing service expanded, and no additional staff 
recruited, then no more money will be spent. Hence the annual cycle of 
the financial year—the draft estimates reaching the Treasury in November, 
the final estimates presented in February, the budget opened in April. Once 
estimates are fixed and the budget framed, all—on this assumption—-is under 
hatches. Supplementary estimates, i.e. unbudgeted expenditure, can arise 
only if there are new policy decisions (for which Ministers must answer) 
or if—-horrid thought !—there has been faulty estimating or culpable over- 
spending. On this assumption, also, departments that submit higher draft 
estimates than those of the year before are seeking sanction for new services 
or expansion of old ones. 

But the assumption is not true, and has not been true for many years past. 
For one thing, it presupposes a stable value of money, whereas since 1945 
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the value of money has been plunging at an average rate of 5 per cent per 
annum. Every year the money cost of the same services and the same staffs 
has increased. Supplementary estimates, so far from being an act of policy 
or a badge of shame, are now a matter of course: it is a matter of surprise and 
congratulation, and, [ must in candour add, usually a matter of accident, too, 
if any vote manages to avoid a supplementary. An increased draft estimate 
is now no longer always or even usually the mark of an expanding service or 
new developments: it commonly does no more than register the facts of life. 

Against this automatic effect of inflation the system affords no protection. 
Estimates must be based on actual costs and prices as latest known, that is, 
at about the turn of the year. It may be as good as certain that, under the 
formula of fair comparison with outside employment, the Civil Service will 
get another rise in a few months’ time; there may be nobody who thinks 
that prices will rise by less than 3 per cent in the coming year. Still the 
estimates must rigidly ignore all this. To do otherwise would be esti- 
mating for contingencies, a practice which the House of Commons rightly 
abhors, and the Government would only be turning probabilities into cer- 
tainties by publicly anticipating them. 


Expenditure over the Dam 

In these circumstances the ability of the Treasury to refuse a supple- 
mentary estimate or decline to approve an increased main estimate is virtually 
non-existent. Their powers of control prove to be apparent rather than real. 
However convinced they may be that the financing of this extra money 
expenditure will give a further impetus to inflation, they and their Ministers 
are met by a stubborn and well-founded non possumus. 

“You are actually trying to cut my existing service ’’, exclaims the 
indignant departmental head; ‘“‘ I appreciate that you may not at present be 
able to allow it to expand; but why should the service have to be cut back in 
real terms just because you have mismanaged the currency ? At any rate ”’, 
he continues, “as regards the current financial year your request that I 
should not overspend my estimate is ludicrous. During a good half of the 
year or more I have been actually paying the higher prices, wages and salaries. 
Do you mean that in the quarter which remains I am to make a cut two 
or three times severer than even the preposterous retrenchment which 
you suggest for next year? That is what it must mean if you refuse me 
a supplementary estimate ”’. 

There is a good deal of force in all this, especially in the argument about 
the current year; for, unless the offsetting economies are enforced as soon 
as the rise in costs is foreseen, let alone has occurred, there can be no hope of 
achieving them. So both sides agree to let the current year go, as being (in 
Treasury parlance) “‘ over the dam’’, and to concentrate upon next year. 
But next year in due course becomes this year, and the same events, the same 
arguments and the same mon possumus come round again. 

From this the first deduction must be that, in an age of inflation, the 
Treasury cycle needs to be supplemented by continuous—horrible, but 
necessary word !——‘‘ progressing’. The Treasury and the finance divisions 
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of the spending departments need to be constantly reporting any change, 
as soon as it comes in prospect, which would put up money costs, and 
asking in good time for the decisions of administration or policy by which 
the effect of the change, if it occurs, can be counteracted. To wait until 
November before seeing what has happened and taking a view on the 
consequences is scarcely more rational in to-day’s circumstances than to 
look at the reserves and exchange rates once a year. 

Inflation, however, is not the only escalator which takes traditional 
Treasury control “‘ for a ride”’. There are many services to-day where the 
increase from year to year in real provision, and therefore in real as well as 
money expenditure, is as automatic as the increase in purely money expendi- 
ture which is caused by inflation. Lord Randolph Churchill might wage, and 
lose, the battle against service ministers who declined to cut the forces; but 
at least he did not have to encounter ministers whose services increase of 
their own accord. 

There are at least three classes of automatically expanding service. One 
is where the number of persons for whom provision is made—such as children 
at school, or retirement pensioners, or council house tenants—1is subject to a 
natural increase; or else where the service prescribed by statute is so com- 
prehensive that at any time the actual provision can be claimed to fall short 
of the minister’s statutory obligations—the National Health Service is the 
classic instance. 

A second class is the ‘‘commitment’”’. The amateur of these will find 
his best, though not his only, specimens at the Ministry of Supply. The 
Government commits itself to develop or assist in developing, or to rescue, 
some aircraft or weapon deemed of great national importance. The cost and 
the period during which it must be borne are both highly conjectural at 
the time when the commitment is undertaken, and instances of gross over- 
estimation are, to say the least, rare. Years after the commitment was made 
the annual cost may still be mounting and at each succeeding stage the 
alternative to paying up, namely, abandonment, becomes harder to face. 

The last class is where the Exchequer meets a predetermined proportion 
of the expenditure of some body other than the central government, or 
guarantees a predetermined income. ‘The obvious cases in point are the 
grants to local authorities, both specific and equalization grants, and the 
agricultural subsidies—at any rate, in a period of falling prices. Where 
obligations of this kind exist, an estimate is an expression of hope or an 
arbitrary figure, not an instrument of control: the factors which determine 
the amount that will actually be expended lie almost wholly outside the 
range of the Government’s influence. ‘These limitations point to one of the 
strongest arguments for the new general grants to local authorities, the 
definite cost of which to the Exchequer will at least be known one year, and 
(one hopes) two or three years, in advance. 

These built-in escalators have not only the direct effect of taking large areas 
of public expenditure out of Treasury control. Their very existence has a 
demoralizing effect over the whole field. It is hard both for the Treasury 
and tor spending departments to exercise the full rigour of control where 
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the machinery is intact and effective, if both parties know that infinitely 
larger sums than any which their utmost efforts could achieve by economy 
and retrenchment are being expended in other sectors without any possibility 
of refusal or supervision. 

The cure for this disease is complementary to that for the disease discussed 
earlier. We are forced to recognize again that estimating can no longer be 
an annual operation. It must not only be a continuous process through the 
financial year; it must also look forward over a series of years at once and 
determine the end-point at which it is intended to arrive, not merely after 
twelve months, but after two, three or even four years. For the escalator 
elements in public expenditure can be controlled only by deciding in advance 
how they are to be accommodated or, alternatively, how the escalator is 
to be stopped. Thus the strictly annual framework which historically enabled 
the House of Commons to get control over the Government is now obsolete. 
To enable the Government to get control over public expenditure it must 
give place to a system capable of taking both a more intensive and a more 
extensive view. 

There have been the beginnings of a more extensive approach in the 
forward estimates of “‘ public investment ”’ now being attempted for two or 
three years ahead. Such an estimate, for example, was implicit in the Chan- 
cellor’s declaration of September 19, 1957, that the total value of this invest- 
ment in 1959-60 as well as 1958-59 would not be allowed to exceed {1,500 
millions. It is significant that the innovation was made in a field lying mainly 
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outside that of the annual estimates; for ‘‘ public investment ”’ is, in fact, a 
hotch-potch of items financed wholly “‘ above the line’’ (like hospitals), 
partly ‘‘ above the line ”’ (like roads), ‘ below the line ”’ (like railways) and 
partly “‘ below the line ” (like capital expenditure by local authorities). 

In a period in which the amount the Government borrows from the public 
is limited by the willingness of the public to lend and not by the desire of 
the Government to borrow, the budget ** below the line ”’ is as important 
as that “‘ above the line’: in fact, they are both parts of one and the same 
account. Control of expenditure “ below the line”’ is, however, still in a 
rudimentary stage of development. Decades and even centuries have been 
spent in perfecting the classical mechanism of control ‘‘ above the line ”’: it 
is only ten years since the Financial Statement presented to the House of 
Commons has even included the items ‘“ below the line’”’. Neither the 
estimating nor the “‘ progressing ’’ of these diverse elements of expenditure 
is other than rough and ready. It can be argued, and with force, that the 
amount and the propriety of expenditure financed by borrowing on Govern- 
ment credit is always an integral element in financial policy; but certainly, 
as long as expenditure “‘ below the line” falls to be financed in whole or 
part from taxation, there can be no logical justification for looser control 
below than above. 

The requirement of a more intensive and a more extensive Treasury 
control has far-reaching implications for the habits of government itself. A 
budget is, or ought to be, an expression—perhaps the most delicate and 
comprehensive expression—of the general policy and aims of a Government. 
Estimating and budgeting in terms of years rather than months is only 
possible if assumptions on major points of policy are made. Is it a major 
objective, for example, to achieve a substantial reduction in the weight of 
taxation? If so, then the broad estimates and the principal policy decisions 
which will be necessary can, and must, be chalked out on a scale measured 
in years, not months. Strictly annual estimates and a strictly annual budget 
are of no use for making or executing policy. 

This train of thought leads one deeper still into the arcana imperit. It is a 
peculiar, but in my opinion wholly salutary, convention by which taxation 
(the budget) is the personal and virtually sole responsibility of the Chancellor 
of the Exchequer, while expenditure (the estimates), though it so largely 
conditions the budget, is in the last resort a collective decision and responsi- 
bility of the Cabinet. ‘This convention has some curious consequences. 
For example, a Chancellor is tempted to use his unique position at budget 
time to extort from his colleagues (as Mr Gaitskell did in 1951) the making 
or reversal of decisions on the estimates. Now, if a policy budget is to be 
made for several years at a time and if estimating, intensively and extensively, 
is to be an almost continuous process, then the réles of the Chancellor and 
the Cabinet will be harder than ever to keep apart. The spectre of a budget- 
making Cabinet looms up with all its terrors. 

Here, therefore, let speculation be broken off, but with the question whether 
there be not a clue to the solution in that other, older and still truer title of 
the British Prime Minister—First Lord of the Treasury. 
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As I See lt... 


By SIR OSCAR HOBSON 






























The Dilemma 
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The “ authorities’? have beaten me to it! As will be at once 
apparent, my “‘ copy’’ had left my hands for the printer before the Bank 
rate was reduced from 7 to 6 per cent on March 20. The argument, 
nevertheless, stands. I should myself have preferred to watt a few 
weeks longer before making the reduction. But I do not regard the 
choice of the earlier date as raising any vital issue of principle. 


WRITE six months almost to the day after the announcement of what the 
‘Three Wise Men ”’ in a phrase reminiscent of the French and Russian 
revolutions (abst omen!) call the ** September measures ’’. The one thing 
which one can affirm with certainty about these six months is that 
during them the situation has changed profoundly. That is partly ‘“ propter 
hoc ’”’, but as much or more merely ’. The raising of the Bank 
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post hoc ”’. 

rate and the attendant squeeze measures were most successful in checking 
the gold drain and in their influence on the psychology of industry—and 
I think one can claim both sides of industry—in this country. They scotched 
the snake, inflation, if they did not by themselves kill it. 

But the development which now dominates men’s economic thinking here 
and all over the Western world had hardly begun to appear in September. 
The American trade recession was then a cloud no bigger than a man’s hand. 
Now, with unemployment over the five million mark and the industrial 
production index already 10 per cent down from the high level of a year ago, 
it has revealed itself as the deepest economic depression since the war. 

It is plain that what is happening in America poses a difficult dilemma 
for those in charge of economic policy in Britain—even though one hopes 
and can still believe that the recession will turn out to be not a major, but 
only a major minor specimen of the species. 

The dilemma can be stated thus. If we continue the credit squeeze too 
long we may aggravate the impact of recession on this country. If, on the 
other hand, we relax the squeeze prematurely we may give fresh rein to 
inflation, encouraging the trade unions to pursue their wage demands, 
besides reviving the distrust in sterling which overseas holders of the currency 
are all too ready to feel. As the Cohen Committee pointed out, nothing could 
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be worse for us than to be inflating in a deflating world. That would be the 
surest way to a complete exhaustion of our reserves. 

What in this situation is the path of practical wisdom? Unless one believes, 
as Sir George Bolton, the chairman of the Bank of London and South America 
seems to, that (contrary to the view expressed above) inflation has, by reason 
of the fall in raw material prices, been definitely ended for our time, it is 
certainly not right to rush in and precipitately dismantle all monetary controls. 


Wage Issue at the Crucial Point 


The state of the wage negotiations, I feel, still forbids that. The negotia- 
tions are just reaching their crucial point. Everything depends on their 
outcome. The Labour Party, incidentally, adhering as they officially do to the 
theory that our inflation is of the “ cost push ”’ variety, due not to “‘ demand ”’ 
and the creation of purchasing power by the State, but to bargaining power 
of the trade unions, ought to be even more fervently convinced of that than 
the ‘‘ orthodox ”’ among us who accept the ‘‘ demand pull” explanation. 
For if it is the autonomous power of the trade unions which breeds inflation, 
how is inflation ever to be stopped unless wages are prevented from rising 
further? It is strange, indeed, that the Labour leaders should be so ready to 
cast the trade unions as the villain of the piece! Stranger still that, having 
done so, they can never be brought to say straight out that a ceiling must 
be put to wages—as well as profits and dividends—if the country is to be saved 
from financial disaster. 

However that may be, one can concede this much at least to the cost 
push theory as to admit that after nearly twenty years of annual wage advances 
organized labour will not easily be denied its regular stint. The unions are 
pushing, and will push, for the largest advance they think they can get. They 
will pay less than no attention to exhortations or to the theoretical arguments 
which are so convincing to the sophisticated student of economics. On the 
other hand, the workers are unquestionably sensitive to the threat of un- 
employment—perhaps more so than before they “ never had it so good ”’. 
There are plenty of signs of this. Wage demands are not being abandoned, 
but they are not being pursued with the vigour and insistence of last year and 
the year before. Unofficial sectional strikes are no longer receiving the support 
they used to get. The overtime maintenance men who banned overtime at 
Standards and the Steel Company of Wales got nowhere with their claims 
for increased differentials. 

It is tolerably clear that the major awards, when they come to be handed 
out by the tribunals, will be much smaller than those of last year. The recent 
grant of 3 per cent to the BBC salaried staffs may not be a reliable guide to the 
results of the claims of the great industrial unions, but it has points of interest 
on its own account. One was that the despised Cohen Report was quoted in 
support of the claim by the employees’ representative on the ground that it 
recommended flexibility of wages! The more important point was that the 
arbitration board adopted the unusual course of defending its award by 
affirming that a 3 per cent advance accorded with the presumptive annual 
increase in productivity. 
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What measure of productivity should be applied to the output of BBC 
personnel I do not know. But as the BBC revenues are ascertainable in 
advance and are not dependent on sales, the presumed effect of the increase 
must be a corresponding cut in the number employed. And that in present 
circumstances must be the necessary result of pay increases in many other 
employments. ‘The London bus award which has just been announced points 
in the same direction. If, as the Minister of Transport has stated, the 
Government will find no money to implement the award, then the extra 
money can only be found by cutting services and cutting employment. And 
if, as appears likely, the Transport Union rejects the award, that situation is 
only aggravated—so long as the Government remains firm. 

Official “‘ disputes ”’ apart, one hears of many cases in which employment 
is being cut down under pressure of reduced profit margins. The recent FBI 
questionnaire on industrial trends bore witness to that. 

This is, of course, just the natural and inevitable process of economic 
evolution working. Employees are perfectly entitled to demand higher pay 
from employers. If they do, employers are equally entitled and may well 
be compelled to reduce the amount of employment they offer. The part of 
the State is then to help displaced workers to find alternative employment, 
possibly to undertake obligations to train them for new work and to transport 
them to their new places of employment. 


Unemployment—No Easy Remedy 


There is no doubt that with efficient organization the State can by such 
means do a very great deal to prevent or shorten unemployment and reduce 
the anxieties and hardships unemployment brings to those afflicted by it. 
But where unemployment spreads and becomes or threatens to become 
general, these methods of remedying or palliating the trouble may be 
ineffective and the question arises of State action of a more radical and 
positive nature to stimulate demand. 

Despite the teaching of Maynard Keynes and a great deal of optimism 
which it bred, this is still a most difficult, uncertain and dangerous operation. 
The “ shot in the arm ” of tax or insurance contribution cuts is certainly not 
to be precipitately administered. Undoubtedly, it will secure a quick response 
in increased consumer demand. But how long will the response last and 
what will be the state of the patient when the effect of the dose wears off? 
Is he not likely to need another and a larger dose ? 

I am rather shocked at the levity with which a lot of people talk of un- 
balancing the budget as a natural and automatic remedy for trade depression. 
It may be, however, that the United States will be driven in the coming months 
to experiment with this “ safe cure ”’. 

Here, fortunately, recession has not gone so far that we need yet consider 
any such drastic treatment. We have been, and still are, under a fever- 
reducing treatment. The fever has left us and it is only a question of whether 

the risk of recurrence has yet become so slight that the treatment can safely be 
dropped. Personally, I feel that the time when at least the dosage can be re- 
duced may be very close at hand. In view of the very remarkable improvement 
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in the balance of trade in the past four months, the danger of a recrudescence 
of severe exchange trouble this year can surely be ruled out. We have no 
need, I feel, to study the susceptibilities of the foreign operator in sterling 
with quite such exaggerated solicitude as hitherto. So far as he is concerned, 
I think that the Bank rate could safely be brought down a peg or two. 

The labour situation, however, is, I think, still so tricky as to call for 
continued caution in the field of monetary policy. ‘The economic forces 
making against any substantial increase—if, indeed, any increase at all 
—in the earnings of labour this year are now very strong. There is, however, 
still a considerable risk of an explosion in one or more of the cardinal in- 
dustries—transport or engineering—which might lead to prolonged strikes 
and, perhaps, considerable dislocation of trade and a reopening of the 
overseas trade “ gap ”’. 

In these circumstances there has been a good deal of discussion lately 
about the order of relaxation of the monetary controls. It is being argued that 
the psychological importance of the Bank rate—-its “ incantational value ”’, 
to use the current cant phrase, at home and abroad—is so great that it would 
be better to start the retreat from the credit ‘ squeeze ’”’ by abating some of 
the subsidiary controls and leave the reduction of the Bank rate till later. 


Priorities in Monetary Relaxation 


The principal other squeeze measures are (a) the “ request ” to the banks 
to hold their credit to industry to the actual level prevailing in the previous 
year, (b) the control by the Capital Issues Committee of all capital issues or 
borrowings exceeding £10,000, (c) the restrictions on hire purchase contracts, 
and (d@) the various restrictions on capital expenditure in the “ public sector ”’ 
by the nationalized industries and local authorities. 

As it seems mere common sense that any revision of monetary policy 
ought to be directed to stimulation rather of investment than consumption, 
the case for the early abolition of the Capital Issues Committee would seem 
to be unanswerable. If there must be face saving, a substantial increase in 
the minimum sum needing sanction would do as an interim measure. But, 
in view of Mr R. A. Butler’s specific statement that it is the intention of the 
Government to remove all economic controls remaining on the statute book 
before the present Parliament ends, there really seems no object in beating 
about the bush. Exeat, therefore, the CIC! As to the banking credit 
“request ”’, I really see very little object in maintaining that either. ‘Thanks 
to the high Bank rate and to the fall in commodity prices, the banks are now 
finding it quite easy to keep within the terms of the “ request’, which is 
now only a minor annoyance. Why not drop the request altogether and let 
the banks go back to doing their own business in their own way, under the 
over-all control of the Bank rate and central monetary policy—and any new 
“ liquidity ” provisions which the Radcliffe Committee may recommend. 

One obvious need of the moment, incidentally, is that there should be more 
credit available for exporters, especially exporters to countries hit by the fall 
in commodity prices. This is a matter which the authorities could profitably 
explore with the banks and the Export Credits Guarantee Department. 
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Much as I dislike specific discrimination on hire purchase credit, I can 
hardly claim that relaxation at this moment would not stimulate consumption 
rather than capital expenditure—even though many of the goods subject to 
this form of credit do, of course, fall in the “‘ productive ” or “‘ instrumental ” 
class. So I would not myself assign high priority to any amendment of these 
regulations. 

As for the “ public sector ”’ capital projects, relaxation of the restraints 
on these would, of course, have the great merit that as the plans are in being it 
would be rapidly reflected in increased employment. ‘This matter, however, 
is Closely linked with the whole fiscal problem and can only be profitably 
discussed when we have Mr Amory’s budget figures and proposals before us. 

Finally, of course, there remains the Bank rate, which is, when all is 
said and done, by tradition and, I think, in logic—whether because of or in 
spite of its incantational quality—the key instrument in the tool room of 
monetary policy. I do not believe that a reduction of the Bank rate need be 
rushed. I think that 7 per cent has saved our bacon and is still doing us no 
harm. I think that it may be quite a good idea to demobilize some of the 
subsidiary controls first. Nevertheless, whilst committing myself to no time- 
table, I think that the Bank rate both ought to, and will, come down before 
many weeks have passed. 
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Case for an Official Peg 


By JOHN SPRAOS 


N December, 1951, when the London foreign exchange market was 

reopened, the spot rate was removed from its peg of $2.792-2.80§ and 

permitted to fluctuate between $2.78-2.82; but the forward rate, 
previously pegged by the Bank of England at } per cent beyond the spot 
rates, was set free altogether. ‘This combination appeared to be an ingenious 
compromise between the contending schools of thought in the debate on 
fixed versus free exchange. But the arrangement has been subjected to 
comparatively little examination. ‘This is a pity, because experience has 
revealed a serious weakness in the system when it has to operate in a climate 
of opinion which is predominantly sceptical about the strength of sterling. 

In such a climate forward sterling often finds itself at a discount greater 
than the short-term interest rate differential between London and foreign 
centres.* ‘This has all the calamitous consequences—withdrawal of foreign 
funds from London, acceleration of payments for imports and slowing down 
of remittances for exports—that are generally attributed to speculation against 
sterling, but which are, in fact, due not to speculation as such, but to the fact 
that in the absence of a fixed floor speculative attacks can push forward 
sterling to a heavy discount. | 

This heavy forward discount encourages people who are not interested in 
speculation, but are simply anxious to obtain the cheapest terms when they 
have to borrow or the highest return when they have funds to lend, to take 
advantage of strictly calculable benefits and act in a way that is seriously 


* To-day, in contrast, the opposite holds good; see page 232, and the guide to forward 
exchange transactions displayed on page 231.—EDITOR. 
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detrimental to the gold and dollar reserves of sterling. Consider, for example, 
“imports from Germany. Far too many of them, one suspects, are financed 
in London anyway—but fortunately not all. For those financed in Germany, 
the importers carry a mark liability between shipment and payment, which 
they would cover by a forward purchase of marks to eliminate the exchange 
risk, which as non-speculators they would not wish to carry. Now, if the 
forward sterling discount against the mark widens, and the cost of forward 
cover becomes greater than the saving in interest to be gained by financing 
in Germany instead of London, there is a financial incentive to switch the 
financing to London. For then the mark liability can be settled immediately 
through a spot exchange transaction, and the need for costly forward cover 
is avoided. Hence import payments will cross the exchanges more quickly; 
and the reserves will suffer. 

Strictly analogous influences operate on exports. Very few of them are 
financed in foreign centres, but the widening of the discount on forward 
sterling beyond the short-term interest differential tends to make them fewer. 
For, under those circumstances, a switch to London for finance reduces the 
cost of credit, since a foreign buyer can purchase forward sterling at the 
big discount, and thereby save more than he loses from the higher cost of 
London finance. The consequent lag in the receipt of export proceeds again 
involves a depletion of the reserves. 


Forward Discount and “ Leads and Lags ”’ 

These are the notorious “leads”? and “ lags ’’ in foreign trade payments 
about which so much is said and written these days. But the point that has 
been emphasized here is the non-speculative motive behind such adjustments. 
This is not to deny that there are speculative “ leads ”’ and “ lags ”’ as well. 
But whereas these cannot be checked so long as speculative sentiment is 
against sterling, the non-speculative ones can be dealt with by influencing 
the calculations of interest arbitrage which motivate them. 

Similar influences affect the withdrawal of foreign balances, the other 
principal source of strain on sterling. Whilst “ leads ” and “ lags ”’ in trade 
payments are associated with the borrowing activities of international traders, 
the disposition of foreign owned funds in London is associated with lending 
activities. Foreign banking and financial institutions and large commercial 
and industrial enterprises, which would otherwise continue to invest some 
of their short-term funds in London, have an incentive to withdraw them 
when the widening of the forward sterling discount makes the cost of 
covering the exchange risk by a forward deal too heavy relatively to the 
existing interest differential in favour of London. Here again the point that 
needs to be underlined is that the motive is not speculative. This is not to 
deny that some funds are withdrawn for speculative reasons, but simply to 
qualify the emphasis placed on that motive. After all, if the foreign owners of 
funds in London just want to speculate against sterling (or, more accurately, 
hedge against its devaluation), they need not engage in the physical transfer 
of their funds; they can simply sell sterling forward with the view to cancelling 
this transaction in due course. 
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One way of offsetting the influence on interest arbitrage of a widening 
discount on forward sterling, and thus of counteracting its adverse effect on 
the reserves, is to raise short-term interest rates. It is not perhaps entirely 
fortuitous that the two most spectacular increases of Bank rate in recent 
years—from 2} to 4 per cent in March, 1952, and from 5 to 7 per cent in 
September, 1957—-were preceded by sharp increases in the forward sterling 


discount. But without entering into the merits of 7 per cent in the particular | 


conditions of September, 1957, it is not difficult to imagine circumstances 
in which a level of short-term interest rates dictated by the discount on 
forward sterling might conflict with the internal requirements of the economy. 

This conflict is an easily avoidable one. For what is the gain from letting 
forward sterling float and thus allowing it to be pushed to a heavy discount’ 
when the speculative heat is turned on? The principal point in its favour ts 
said to be that the forward discount is the penalty exacted from speculators 
for engaging in their activities. This is true enough. Without this discount, 
the opening of a speculative position by the purchase of forward dollars 
could be closed later if the pound did not succumb to the attack, at virtually 
no cost. ‘‘ Heads I win, tails I do not lose ’’. 

The important point, however, is that the present penalty is exacted 
from those whose actions involve no physical movement of capital across the 
exchanges and hence no drain on the reserves, whilst in order to exact this 
penalty conditions have to be allowed which make profitable, on strictly non 
speculative calculations, withdrawals of foreign owned funds and adverse | 
“leads ”’ and “ lags ”’ in trade payments, the consequences of which for the 
reserves are little short of disastrous. ‘‘ Cutting off one’s nose to spite one’s 
face ”’ 

There is, to be sure, the argument that the speculative forward purchase 
of dollars (forward sale of sterling), though destined to be cancelled by the 
speculator in the long run, leads, nevertheless, to a drain on the reserves to 
the extent that the bank undertaking to supply the forward dollars covers its 
commitment by a purchase of spot dollars. But it is important to distinguish 
the element of truth from the optical illusion in this proposition. The routine 
is for banks to resort to the spot market for immediate cover, but unless they 
are prepared to expand their foreign balances indefinitely they will cancel 
the spot cover as soon as the opportunity arises to “ marry ”’ their forward 
dollar sale with a forward purchase of the same maturity; indeed, they will 
actively create such opportunities by varying the forward margin. ‘The 
optical illusion lies in confusing what is often an intermediate step with the 
ultimate effect. The element of truth is related to the somewhat elastic 
character of the limits imposed on the banks’ foreign balances. If foreign 


centres yield a higher return than London the banks are naturally less | 
reluctant to go to the limit. And other things being equal, the greater the | 


forward sterling discount, the more attractive will be the return obtainable 
on foreign balances by English banks. Thus we come back to the forward 
discount as the source of the trouble. 

The policy of letting forward sterling float therefore deserves reconsidera- 
tion. Re-pegging the forward rate would involve some formula relating 
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maturities of varying lengths to the limits of the range within which spot 
sterling is allowed to fluctuate; but there is in principle no difficulty. If spot 
sterling found itself near the upper limit, a heavy forward discount could 
in theory still emerge under such an arrangement, but in practice the spot 
rate would always tend to be pushed towards the lower limit when sterling is 
under suspicion. ‘The availability of insurance against devaluation at virtually 
no cost to the speculator would leave him little incentive to withdraw balances 
or delay payments—forms of speculation which cost him money and the 
Exchange Account gold. In supporting the forward rate, the authorities 
might find themselves acting as gigantic bulls in sterling, but this would cost 
them nothing so long as the parity was held. If, on the other hand, a devalua- 
tion was forced on them, the support operation would not be costless. But if 
this is the argument for floating forward rates, it is one the authorities must 
deny themselves, since it casts doubt on their own confidence in the main- 
tenance of the exchange parity. 


Case tor Official Support 


By A. E. JASAY 


HE penultimate paragraph of your otherwise valuable article on 

‘“London’s Overseas Credits ’”’ (in the February issue) has left at 

least one of your readers wondering. You state that official support of 
forward sterling administers a check to the rise in the forward rate (pre- 
sumably you mean in the forward discount); and you argue that this check 
“encourages further forward sales by private operators ’’ (which may well 
be the case). But your conclusionsthat therefore official support will ‘‘ cause 
only a temporary alleviation of the gold drain ”’ is difficult to follow. ‘To 
begin with, we have the alleviation itself, through provision by the 
authorities of forward cover, relieving the banks of the need to cover spot. 
However, as the forward discount is narrowed, it also becomes less profitable 
to maintain the “‘ lag” in commercial settlements, financed by dear London 
borrowing made cheap by the purchase of forward sterling at a discount. 
A reduction in the total outstanding “ lag ”’ will bring gold into the reserves. 
Moreover, as regards foreign-held spot sterling, the forward discount plays 
the role of an insurance premium against devaluation. If the forward 
discount is narrowed, some foreigners may be persuaded to take out an 
insurance policy (that is, hedge their sterling balances forward) rather 
than switch out of sterling altogether. This, too, will improve the gold 
position. So far, therefore, we see three effects of the official support: 
(1) an inflow of gold for interest arbitrage, (2) an inflow due to the reduction 
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of the “ lag’ in foreign trade settlements, (3) a check to the gold outflow 
due to the cost of hedging existing sterling balances becoming more 
reasonable. 4 

Nevertheless, you explain that the benefits from (1) will soon be offset by 
(4) ‘‘ further forward sales by private operators ’’. Most operators will sell 
because they expect to gain by honouring their forward contracts with cheaply 
bought spot sterling after its devaluation. ‘Therefore they cannot now be 
holding, nor be expecting to receive, spot sterling; and therefore there is 
no reason to be upset if they do sell more and more forward sterling to the 
official hand. On maturity of the forward contracts, such operators must buy 
spot sterling from it, and these spot purchases provide the authorities with 
the dollars which they need to honour the same contracts. In other words, 
(4)—speculative selling of forward sterling—has no eifect on the gold reserve 
either at the time the forward contract is made or at the time it matures. 
Therefore (4) cannot reverse the beneficial effect, if any, of (1), (2) and (3). 
Contrary to your conclusion, there seems to be a strong case for matching 
the forward sales of both arbitrageurs and speculators with official purchases, 
so as to secure both a more effective regulation of the level of the gold reserve 
and extra revenue (from the forward discount) for the Exchange 
Equalization Account. 


Case for the Status Quo 


HE subject of the market in forward exchange ts a difficult and complex 
one—witness the confusion over the effects on the reserves in recent 
weeks of the inflow of foreign funds. ‘The arguments put forward by 

Mr John Spraos and Mr A. E. Jasay relate to the very different circumstances 
of a phase of strong speculative attack such as that of last summer; but 
their controversial propositions are in part based on assumptions about the 
behaviour of the exchange market, which, if true, would indeed cast a new 
light not only on the last crisis, but on the ensuing recovery in the reserves. 
We believe that the assumptions are to a large extent ill-founded. But 
the arguments of the critics do not stand entirely on these assumptions; 
and there remain in their proposals considerations that on abstract theoretical 
grounds may be found attractive by those who lean towards a “ planning ”’ 
approach. ‘This applies especially perhaps to the extreme course advocated 
by Mr Spraos. On practical grounds, the objections to this scheme appear 
overwhelming. But the considerations involved do throw light on the 
nature of the pressures in a speculative crisis; and some of the considerations 
may at times have played a part in the authorities’ day-to-day market tactics. 
The argument that forward sterling should be supported and pegged—as it 
was before December, 1951—is therefore one that deserves to be understood. 
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The burden of this argument, it may be recalled, is that forward sales 
of sterling normally impose no strain on the reserves; while the true sources 
of strain, from the “ leads ”’ and “ lags ” in commercial payments and from 
ithe withdrawal of balances, can be attributed in large measure to the existence 
‘of a large discount in the forward rate. Accordingly, it is held, if this discount 
‘is narrowed, pressure from adverse “ leads” and “ lags ”—prepayments of 
foreign exchange for imports and delays in collection and remittance of 
exchange receipts from exports—and from loss of balances will diminish; 
while any increase in forward selling of sterling encouraged by the nar- 
rowing of the discount will involve no offsetting loss in the reserves. Mr 
Spraos extends this argument to its logical conclusion: eliminate the forward 
discount almost entirely and channel all speculative action against sterling 
into “‘ insurance ”’ through the forward market—which will then be virtually 
costless to both the speculator and to the reserves. 

Our first major conflict with this argument is in the interpretation of the 
influences in past exchange crises, and specifically of the effect on the reserves 
of sales of forward sterling. In the conditions that have obtained in the 
market, such sales certainly have themselves caused losses in the official 
reserves; though that is not to say that they would continue to do so in the 
conditions that Mr Spraos advocates, in which the forward commitment 
would be provided in full by the authorities. (The objection to this regime, 
it will be pointed out below, rests precisely in the undesirability of the 
authorities assuming a limitless commitment of this nature.) But while the 
authorities refrain from taking a significant net position on one side of the 
forward market—as for the most part they have done since 1951—trans- 
actions in this market are likely to have an impact on both the spot market 
and on the official reserves. 


Matching the Exchange Commitment 

‘This may be seen by tracing the impact of a sale of forward sterling in the 
London market. Suppose the spot rate is $2.78} and the discount three 
months forward is 3 cents. ‘The bank concerned undertakes to buy sterling 
and supply dollars in three montHs at $2.754. Suppose the bank leaves its 
commitment open. If the sterling parity and the officially tolerated limits of 
fluctuation around that parity remain unchanged, the bank will make a 
profit of between 23 and 64 cents—since buying spot, it will receive at least 
$2.78 for one pound and possibly $2.82. But if the official sterling rate 1s 
not held, and falls below $2.75—the contingency against which the original 
seller of forward sterling is insuring—the bank will make a loss, possibly 
a very large one. A British bank will not normally expose itself by leaving 
an open position in a foreign currency—indeed, its ability to do so is strictly 
limited by the Exchange Control. The profit from its foreign exchange 
operations comes from commission on turnover and perhaps from interest 
arbitrage, and operations will be matched in order to avoid exchange risk. 
Any speculative ingredient will be small and largely unintended. 

What form does this matching take ? If the original forward sale to the 
bank is matched by the authorities making an equivalent forward purchase 
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from the bank, relieving it of the forward commitment, that is the end of the 
story for the time being. Once the forward contract matures, the authorities 
will face a commitment to supply dollars. If, as Mr Jasay postulates, the 
forward sales are all true “‘ bear ” sales of a speculative nature, made in the 
expectation that spot sterling will be available more cheaply when its delivery 
is due, then there will be no loss to the reserves even at that time—since the 
speculators will need to buy spot sterling to fulfil their commitment. On the 
other hand, a future liability for the official reserves will be incurred in 
respect of obligations to supply dollars to operators who have been covering 
a genuinely commercial transaction, since they will have no need to pur- 
chase sterling across the exchanges. 


Spot or Forward Cover ? 


If the authorities do not step in to take over the forward commitment— 
and for the most part they do not—the bank can seek to match the commit- 
ment in the market in one of two ways: by a matching transaction forward— 
buying dollars forward where it has itself sold dollars forward—or by a 
spot purchase, in this case of dollars, covering its commitment to supply 
dollars in three months’ time. If it does cover spot, the original sale of forward 
sterling plainly will have a depressing effect both in the spot market and on 
the official reserves, part of which will be switched to the working balances 
of the commercial banks. Some banks claim that, apart from temporary 
cover in the spot market in the wake of a forward deal, they normally try 
to match forward commitments entirely in the forward market; but in the 
market as a whole this rarely happens. 


WHY AND WHEN FORWARD DEALS TAKE PLACE 


Dollars Will be Sold 
Forward ( £ Bought 
Forward) When— 


Dollars Will be Bought 
Forward (£ Sold 
Forward) When— 

1. Commercial Operation 
(with no exchange view) 
Expected payment or re- 
ceipt of foreign exchange 
(and covering of working 

balances). 


UK trader expects $ receipt. 
US trader faces {, commit- 
ment. 


UK trader faces $ commit- 
ment. 


US trader expects { receipt. 


2. Interest Arbitrage 
(rth no exchange view) 





(1) Short-term investment. 
(2) Borrowing in connec- 
tion with commercial debt, 
etc. 


3. Speculative Operation 
Bear sale of currency that 
speculator has not got, but 
expects to purchase after 
devaluation. 








Where discount on forward £ 
smaller, at annual °-age rate, 
than differential between Lon- 
don and NY interest rates; en- 
couraging investment in Lon- 
don (and borrowing in NY), 


matched with forward sale of £. 


(e.g. early 1958) 


Where expected £ deprecia- 

tion within period larger than 

forward discount, adjusted by 

interest differential, for period. 
(e.g. summer, 1957) 


23) 


Where discount on forward £ 
larger than interest differential ; 
encouraging borrowing = in 
London (and lending in NY), 
accompanied by forward pur- 


chase of {. 


(e.g. summer, 1957) 
£ 


Where expected £ appreciation 
larger than forward premium, 
or discount adjusted by interest 
differential. 

(e.g. summer, 1954) 











Whether it is more profitable for a bank to cover a forward commitment 
in the forward market or in the spot market depends entirely on calculations 
of interest arbitrage; in each case the exchange commitment is_ covered. 
The bank will tend to cover forward rather than spot if (as in the second column 
of group two of the tabulation) the premium on the purchase of dollars 
forward is lower, expressed as a rate of interest on the spot rate, than the extra 
interest that can be earned by keeping the funds in London rather than New 
York before the forward contract matures. On the other hand, if the forward 
margin, on an interest basis, is larger than the interest differential, it will pay 
to switch the funds straight to New York; the loss of interest will be smaller 
than the premium at which the bank would have to (and the customer has 
contracted to) purchase the dollars in three months’ time. 


Interest Arbitrage in Opposite Directions 

Despite the apparently clear-cut nature of this calculation, the course that 
will be chosen by different banks at a given time may vary, for two reasons. 
First, a bank may cover spot only within the limit laid down by the authorities 
—though it is not always realized that a bank is allowed a limit of spot 
cover of forward commitments distinct from and additional to its free working 
balances of foreign exchange. Secondly, the direction of movement of balances 
that is dictated by the calculation of interest differential cum forward exchange 
margin may vary according to the form of short-term investment that is 
under consideration. ‘Thus, after last month’s reduction in the London 
Bank rate, the differential between the Treasury bill rates in London and 
New York was 4} per cent, whilst the differential in rates on a three months’ 
deposit at a big bank was 2 per cent. Since the annual interest equivalent 
of the discount on forward sterling was around 3} per cent, there was an 
arbitrage margin in favour of London on Treasury bills and in favour of 
New York on bank deposit accounts. Hence many forward sales of sterling 
in London have been covered by spot purchases of dollars, and therefore 
much of the inflow of short-term investment funds has not figured in the 
rise in the official reserves. 

Thus, even if forward exchangé margins were influenced solely by con- 
siderations of interest arbitrage, they could not be expected to move exactly 
to the point of parity dictated by any one type of arbitrage operation; and, 
in the context under consideration, spot cover might be found more profit- 
able by some banks and forward cover by others. One would expect, 
however, that the net arbitrage margins would be kept fairly small, by the 
process of arbitrage itself—as they are to-day. In fact, of course, the 
forward exchange market also reflects other considerations, commercial and 
speculative; and when speculative sentiment is strongly in one direction, 
the tendency will be for the forward exchange margin to be significantly 
out of line with the interest differential—as it was in the summer crisis, 
when the forward discount on sterling was much wider than justified by this 
differential, giving a big margin on covered arbitrage in favour of foreign 
centres. : 

This conjuncture, it may be recalled, encourages the covering of forward 
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commitments spot rather than forward. Admittedly, the banks that have 
used up the whole of their available limits may be forced to match further 
forward sales to them by forward sales of their own—or else by widening 
the margin at which they are willing to deal. In either case, the widening 
of the forward margin will make covering in the spot market still more profit- 
able for the banks that are still able to do so. In settled circumstances, the 
cheapening of forward sterling might be expected to evoke a speculative 
demand for it; in the atmosphere of an exchange crisis, this stabilizing 
element is unlikely to gather force for some time—though eventually it will 
do so—since at the outset the falling forward rate may itself tend to heighten 
fears of devaluation. Some outside demand for forward sterling will be 
encouraged by the increased profitability of a covered movement of funds 
(or a delay in commercial remittances) from London; but the majority of 
traders and speculators are likely to prefer at such times to gamble on an 
exchange adjustment, and they will therefore leave the exchange uncovered. 
In these circumstances, the forward rate is apt to fall quickly; and the banks’ 
own balances of foreign exchange will tend to be raised to the limit. 


Forward Sales and the Reserves 

Forward sales of sterling, therefore, will involve loss to the official reserves 
to the extent that the banks do not pass on their forward commitment, either 
in the market or to the authorities. In the same measure, purchases of 
forward sterling, by reducing the open forward position that needs to be 
covered by spot purchases, will reduce the drain on the reserves. Hence it 
follows that “‘ leads ”’ and “ lags’ in commercial payments that are under- 
taken in combination with a purchase of forward sterling—-such as those 
cited by Mr Spraos and Mr Jasay—may not involve a net loss in the reserves. 
Such a combined operation, as the critics point out, is not a speculative one 
for the operator, but an exercise in interest arbitrage; equally, whenever the 
banks are matching forward commitments in the spot market, the arbitraging 
operation, by reducing the open forward posiiion, has a neutral effect on the 
reserves. ‘There will be an adverse effect only to the extent that the forward 
purchase merely (a) narrows the forward discount or (b) reduces the forward 
cover supplied by the authorities. 

But the importance in practice of “‘ leads’ and “ lags’ seeking a gain in 
interest rather than speculation on the exchange must not be exaggerated. 
The bulk of the “ leads ”’ and “‘ lags ”’ in an exchange crisis, it is safe to say, 
are of a straight speculative nature. ‘These operations, which do, of course, 
involve a corresponding loss to the reserves, are not accompanied by any 
forward purchase of sterling. Hence they will not be directly encouraged 
by a widening of the forward discount. Their size will depend on views of 
the likelihood of devaluation, weighed against the extra difhculty and cost of 
borrowing in London rather than elsewhere. 

The upshot of our argument so far is that it is possible to accept neither 
leg of the critics’ contention that forward selling of sterling (a) has no notable 
direct adverse influence on the reserves, but (b) by widening the forward 
discount is a major cause of the losses from adverse ‘‘ leads” and “ lags ”’. 
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The one point that may be conceded is that the increase in the cost of 
exchange cover in the forward market will stimulate some physical with- 
drawals of balances—which, however, will involve an additional loss to the 
reserves only to the extent that the sale of forward exchange would not have 
involved a loss. But it needs to be more widely appreciated that the loss in . 
the official reserves resulting from sales of forward sterling will be matched 
by a rise in the exchange holdings ot the commercial banks. 


Dangers of Large Official Support 


Given these complex and varying inter relationships, it is not possible to 
say categorically whether at any given time official support of forward sterling, 
relieving the market of the commitment and narrowing the forward discount, 
will ease the pressure on the reserves. ‘The immediate effect, admittedly, 
will be (1) to reduce the banks’ open forward commitments and thus their 
need to make covering purchases of spot dollars; and (2) to induce more 
people to sell forward rather than to withdraw their balances. But these 
additional sales, together with other sales encouraged by the narrowing of 
the forward discount—which will also discourage speculative purchases of 
forward sterling—will again increase the banks’ open forward position and 
will thus threaten to offset the initial effects of the authorities’ intervention; 
hence, unless the authorities stand prepared to provide virtually limitless 
forward exchange at a premium below that dictated by market views, their 
intervention is likely to have a limited and temporary effect. ‘This is not 
to say that the authorities may not judge it expedient to give selective support 
in this market from time to time; they will certainly like to retain a free 
hand to do so. But if they are to make a significant impact on the market 
they must probably reckon to take over the forward commitments in a very 
big way. In practice, there may be no convenient halfway house before the 
provision of an official peg. 

Such a peg, as proposed by Mr Spraos, would not necessarily have to be 
fixed very close to the spot rate, all but eliminating the cost to the speculator 
of forward cover. A peg that still left a substantial forward discount would 
tend to give less encouragement to forward selling; on the other hand, for this 
reason, it would not achieve Mr Spraos’s object of persuading speculators 
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to abandon all other (interest-costly) forms of exchange speculation in favour 
of this virtually costless one. But in principle, objections to extensive official 
support in the forward market are the same at whatever price it is given. 

In the first place, the undertaking by the authorities of forward commit- 
ments on a scale artificially encouraged by their own subsidy would be bad 
banking—besides, of course, comprising a major distortion in the price re- 
lationships dictated by a free market. Most of the forward selling might be 
wholly speculative, requiring a future spot purchase of sterling; but some of 
it would not be, and to this extent the authorities would be incurring a liability 
on the reserves in the future—as the French authorities have recently found, 
to their cost, in honouring the forward commitments taken over from the 
commercial banks in the ratissage operations. 

But even if the bulk of the forward commitment would not in practice 
involve a loss in the official reserves, its existence would be bound to have a 
very great psychological influence in the exchange market; the knowledge 
that the authorities had bought their own currency forward on a very large 
scale would inevitably heighten fears that they could not hold the line— 
leading to further forward sales. In theory it may be possible to argue that, 
provided the authorities kept their nerve, the speculators could not force their 
hand. Practice is another matter. It is difficult, for example, to believe that, 
even with the option of costless forward selling, speculators would not, in 
fact, delay commercial remittances and withdraw balances. This certainly 
happened before 1951, when forward cover was available at negligible cost 
(though then, admittedly, deals in the forward market were more effectively 
tied to commercial transactions than they are to-day, and interest rates in 
Britain were lower than elsewhere, so that foreign borrowing in London 
was worth while on grounds of interest arbitrage). ‘The authorities could 
never afford to go out on such a limb. ‘Their peg in the forward market 
would, of course, involve very large losses if the exchange were not held; 
consequently, from the outset of an exchange crisis, freedom of manoeuvre 
would be gravely restricted. It is unrealistic to erect a structure that pre- 
supposes that the authorities can never be forced off their stand. 

There is, therefore, no easy solution to the problem of withstanding a bear 
attack on sterling. Certainly, it is not to be found by introducing into a 
iree market the stark anomaly of an official exchange guarantee at no cost. 
Sterling is more vulnerable than most currencies to speculative pressure, 
principally because there is a lot of it about; and the narrowness in the range 
of permitted fluctuation in the spot rate gives the speculator something near a 
one-way option. That is no argument for a similar restriction, and a similar 
option, in the forward market. On the other hand, there have always been 
technical arguments for the widening of present limitations on the spot rate; 
if the spot rate were more flexible, sellers of sterling forward would stand to 
lose much more. But the technical arguments for a widening of the spot 
margins have been overridden by the wide considerations of economic policy. 
In these circumstances, the authorities must face the fact that speculative 
pressures tend to gather force with great intensity and speed; and they must 
therefore be prepared to take decisive counter-measures at an early stage. 
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New Zealand between 





Two Dangers 


By J. W. ROWE 


WELLINGTON, March 10 


EW ZEALAND saw the old year out with a change of government 
and the new year in with a return to import controls. Neither 
event was particularly surprising, for the National Party’s 
popularity had clearly been waning for some time and superficially 
at least the newly-elected Labour Government had little alternative but 
a resort to direct controls if complete exhaustion of overseas reserves was to 
be avoided. Unfortunately, however, the advent of neither Labour nor import 
restrictions is likely to make the solution of the country’s economic problems 
any easier. ‘he Labour Party is committed to measures that are bound to 
aggravate an already inflationary situation; and the cut in the supply of goods 
on the market as a result of import restriction must worsen the domestic 
unbalance. Undoubtedly, 1958 will be a difficult year for New Zealand. 

For the first time for nearly twenty years it may be hard to find enough 
overseas exchange to pay for essential imports, without which full employ- 
ment can hardly be maintained. No significant increase in the volume of 
exports can be expected and it remains to be seen whether the revival of 
full-scale import licensing can reduce expenditure on imports sufficiently to 
offset the fall in export prices, which will almost certainly be substantial. 
Reserves of overseas exchange are alréady too low to allow room for manoeuvre 
and there is little prospect of much overseas borrowing. The largely 
irrational objections of many New Zealanders to joining the International 
Monetary Fund and hence the International Bank precludes recourse to these 
institutions, and it is both difficult and costly to raise loans elsewhere. 
Virtually the only remaining source of overseas funds, apart from current 
earnings, is direct private investment, and it would be unrealistic to rely 
upon much additional help from this quarter. 

Since New Zealand still suffers from over-full employment, domestic 
production is very unlikely to expand sufficiently in the short run to make 
up for the reduction in imports. The best that can be hoped for is a rapid 
redistribution of the labour force and some improvement in productivity, 
although shortage of overseas funds for capital equipment may make this 
difficult. In present circumstances major technical or managerial advances 
are improbable. 
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Inflation is a real danger. It is almost certain that producers will bid 
against one another for labour and so push up wages and endeavour to 
pass on to consumers the resulting increases in costs. It may, however, be 
some time before this pressure on prices becomes serious, as distributors 
must be holding substantial stocks of imported goods; but there is a serious 
threat of wage inflation towards the end of 1958. There will inevitably be 
a considerable increase in central bank lending during the year in order to 
meet deficiency payments to dairy farmers and to finance a record deficit on 
Government account. The resulting increase in the volume of money can 
hardly fail to stimulate retail trade and so give producers both the incentive 
and the means to bid for more workers. Almost the only hopeful possibility 
is that the change-over to a PAYE system of tax collection in April may 
initially depress consumer buying. ‘The Government has announced its 
determination to hold down trading bank advances in 1958, but unfortunately 
there is no possibility of a corresponding curb on Reserve Bank credit. 

The likelihood is, therefore, that 1958 will see rapid inflation unless really 
vigorous measures are taken to remove excess demand and prevent wages 


NEW ZEALAND ECONOMIC INDICATORS, 1950-57 


1950 1951 1953 1955 1956 1957 
National income, {mn +r - 482 612 656 799 841 S84 
Balance of payments, {.mn.. - + 4 + 30 —- § 39 32 2? 
Total bank credit, {mn - a 198 225 233 280 275 276 
Volume of money, {mn __.. ea 233 269 277 317 317 327 
Cost of living (1955 100) - 74.6 $2.8 93.3 100 103.5 105.7 
Import prices | ;4Qcc On J 84 99 102 100 102 110* 
Export prices las noe 100) L 91 107 96 100 98 9Q* 
Unfilled vacancies, O00 - 22 22 11 15 13 Q* 
Volume of exports L952 100) f 86 76 90 94 100 100* 
Volume of imports f onus iT SO 59 76 118 108 111* 
Volume of manufacturing(1950=100) 100 105 112 131 138 140* 
Note.—All series are for calendar years except national income and balance of payments, 


which are for years ending in March. * Provisional. 


and prices from spiralling. Should import prices rise still further there will 
be even greater difhiculty in avoiding cost-price inflation. This is one reason 
why New Zealand must avoid devaluation. If the currency were depreciated 
it would be impossible to control inflation. But devaluation is inappropriate 
for other reasons as well: there is no evidence that cost structures are seriously 
out of line with those in the United Kingdom (which still takes 65 per cent 
of New Zealand’s exports); there is no case for giving the pastoral industry a 
bonus (the dairy farmers are already safeguarded by guaranteed minimum 
prices); and there is no need to give the local manufacturers more protection 
than is already afforded by import controls. 

New Zealand’s dilemma is that the price of no inflation may be some 
unemployment. ‘This may be unavoidable anyway, if the supply of overseas 
funds cannot be increased. The problems of internal and external balance 
in this case are peculiarly interdependent. Unless inflation can be controlled 
it will become steadily more difficult to find overseas exchange for the raw 
materials, semi-manufactured goods and capital equipment required by local 
manufacturers. Inflation and import controls together are likely to breed 
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more local manufacturers. If most of them used local raw materials and 
required little imported equipment, the necessary import substitution would 
be achieved, but past experience suggests that this is unlikely and that 
instead most of the newcomers would be small, inefhicient and wasteful of 
overseas funds. Such producers can establish themselves only when money 
is plentiful. New Zealand already has too many of them. What the country 
needs is rather a diversification of exports and the development of efficient 
industries processing predominantly local materials. In order to prevent 
further growth of undesirable manufacturing, therefore, tight money will be 
necessary; but this is necessary anyway, as New Zealand cannot indefinitely 
permit internal prices to rise in the face of falling or stable prices abroad. 
Its links with the rest of the world are too close. 

Before examining New Zealand’s current economic problems in greater 
detail it may be helpful to look briefly at its recent economic history. The 
period 1950 to 1957 is convenient for this purpose because import controls 
were greatly relaxed in 1950, after being in continuous operation for over 
eleven years, and the close of 1957 saw their vigorous reimposition. These 
years also coincide with the period of office of the National Government, 
which came into power pledged to make the New Zealand pound go further. 
The National Government has some notable achievements to its credit, but it 
signally failed to arrest the course of inflation. By the end of 1957 the cost 
of living was 50 per cent higher than eight years earlier. Some inflation was 
imported from abroad as import prices generally rose during the period, 
but this was a minor influence. ‘The recently completed input-output study 
of the New Zealand economy shows that a 10 per cent rise in import prices 
is by itself likely to cause an increase in retail prices of only 2-3 per cent. 
The 43 per cent increase in import prices between 1949 and 1957 can 
therefore be blamed for only a fifth of the rise in the cost of living. 

A more important cause of inflation was the expansion of export incomes, 
especially in 1950 and 1951. Despite the freezing of part of the very large 
wool receipts of these years, a considerabie excess of demand remained and 
prices rose sharply. The high export receipts of 1950-51 were responsible also 
for the extreme liquidity which persisted in the following years. The 
Government’s reliance upon bank credit in 1953 and 1956 was another cause 
of the inflation, while in every year but these there occurred a big increase in 
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the trading banks’ private lending (some of the increases, however, were for 
imports and therefore did not expand domestic credit). On balance perhaps 
half of the price increases in the last eight years are attributable to overseas 
influences, but this naturally does not excuse the continued inflation. It is 
the task of monetary and fiscal policy to neutralize such influences. 

Another consequence of the export boom in 1950 and 1951 was an import 
boom, which necessitated the imposition of exchange controls in 1952 in order 
to prevent the exhaustion of overseas reserves. ‘These restrictions were 
maintained with varying severity for over two years and were then superseded 
by a policy of general credit restraint initiated by the Reserve Bank. Although 
a credit squeeze had ostensibly been operating for some years, it was largely 
ineffective and did not begin to bite until nearly the end of 1955. Bank 
advances were substantially reduced in 1956, the number of unfilled vacancies 
declined, prices rose more slowly, the balance of payments improved and all 
in all monetary policy appeared to be working satisfactorily. One of the 
notable results was a sharp fall in the amount of overtime worked, and this 
was no doubt the cause of the slight levelling off in retail sales. There 
is some evidence that the volume of production, in manufacturing at least, 
rose much less rapidly than in earlier years. This, it appears, is part of the 
price that must be paid for the control of inflation. 


Import Controls Unnecessary ? 


Perhaps because 1957 was election year the credit squeeze was relaxed and 
bank advances were permitted to rise. Net Government indebtedness to the 
banking system also rose and there were large extensions of credit by the 
Reserve Bank to meet deficiency payments to dairy farmers. The results are 
now history. Inspired evidently by the widespread expectation of a change of 
government, importers and probably some manufacturers and construction 
firms began to import heavily in the second half of the year. In the event 
their fears that a Labour Government would reimpose import controls seemed 
justified when net overseas assets fell to £45 millions at the end of the year. 

In spite of official protestations, import controls were probably unnecessary. 
An important change in the method of marketing meat and wool has had 
the etfect of delaying New Zealand’s receipt of export proceeds. When interest 
rates in the United Kingdom became much higher than in New Zealand, 
many British wool buyers bought through local agents instead of directly, 
and so delayed the receipt of sterling by the New Zealand banking system. 
Something very similar happened with meat freezing companies, which 
chose to take finance locally rather than overseas. Confirmation of these 
changes in the method of financing exports is afforded by the marked rise 
in advances to exporters in the last quarter of 1957. New Zealand should, 
therefore, receive unusually large additions to its sterling reserves in the 
first half of this year. Another corollary is that the announced target for bank 
advances in June (the level of last June) should be relatively easy to achieve. 

The other reason for doubting the necessity or desirability of import 
controls is that many of the orders placed towards the end of 1957 would 
probably have been cancelled if the anticipated controls had not been imposed. 
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appear firm, since the Government guaranteed overseas exchange for firm 
contracts entered into before the end of the year. The reduction of imports 
achieved by means of restrictions in 1958 may, therefore, be smaller than 
would have taken place in any case, providing credit controls had been 
tightened and importers compelled to arrange payment locally before placing 
orders overseas. In theory, they have been obliged to do this for several years, 
but, incredibly enough, no attempt was made by the Reserve Bank to police 
this directive even towards the end of last year, when import payments were 
manifestly excessive. 

Assuming export prices remain at about their March levels, export 
proceeds in 1958 are likely to be £10-20 millions below the 1957 total of 
£284 millions. ‘The authorities have set themselves a target to reduce 
imports by £30 millions, but there is likely to be difficulty in achieving even 
£20 millions, so that the balance of trade can improve by £10 millions at most. 
It will be very difficult to find the exchange to finance the payments deficit 
unless money can be borrowed abroad. It is true that New Zealand has other 
overseas funds besides those constituting ‘‘ net overseas assets ’’—-for example, 
sterling securities held by Government departments and the Wool Com- 
mission, private funds of trading banks, exporters and others and, of course, 
some gold. Most of the securities, however, are long-dated; there are 
obvious difficulties in tapping private funds; and New Zealand has a senti- 
mental attachment to its gold; so one comes back to the virtual necessity of 
overseas borrowing if producers are to obtain their raw materials. . 

The difficulty is that imports of consumer goods already comprise only 
a small portion of total imports—ordinarily about a quarter. This is 
equivalent to {60 millions a year, and as many consumer imports are food- 
stuffs or other conventional necessities which cannot be produced locally, 
reductions much in excess of £30 millions cannot easily be achieved. If larger 
reductions in imports become necessary, some producers will be denied raw 
materials or capital goods. It is difficult to convince most New Zealanders 
that a fall in export income and a deterioration in the terms of trade must 
result in some fall in the standard of living. A general unwillingness to accept 
this hard truth is, of course, the fundamental cause of the present inflation. 
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Israel’s Economic 
Problem 


By YOHANAN RAMATI 


Managing editor, “‘ Israel Economist ”’ 


HEN independence was achieved in May, 1948, the population 
of Israel was 790,000. ‘To-day it is two millions. Nearly 
900,000 Jewish immigrants have entered the country in this 
decade, while the number of Arab inhabitants has grown 
from 140,000 to 205,000, partly as a result of the readmission of refugees 
under the family reunion scheme. Emigration has been surprisingly small, 
despite the inevitable difficulties of adjustment. Meanwhile, the natural 
increase has now reached a rate of approximately 40,000 a year. 

Arab statesmen have often argued that Israel’s territory is too small to 
support its population, and that further immigration will result in internal 
pressure for frontier revision. Yet the Jewish state is still not as densely 
peopled as most European countries of comparable size. It now has 99 
inhabitants a square kilometre; Holland, half as large again as Israel in area, 
has 327 a square kilometre. Even if Israel’s population should eventually 
double again and exceed 4 millions, the density will still be considerably lower 
than in the Benelux countries—or in the Delta of the Nile. 

Economically, the annexation of the undeveloped, water-lacking areas 
beyond its borders would be a burden rather than an asset to Israel. At the 
same time, the economic integration of its rapidly expanding population has 
been one of the major problems facing the state throughout its brief existence. 

Israel’s natural resources are limited. The oil strikes at Heletz and Bror 
Hayil may conceivably foreshadow similar finds elsewhere, but for the time 
being local production covers a bare 6 per cent of Israel’s fuel consumption. 
Israel is reasonably endowed with other minerals; but the full benefits of 
exploiting Negev phosphates, the copper of King Solomon’s mines at Timna, 
and the potash and brome of the Dead Sea will not be reaped until consider- 
able additional funds are invested, not least in the transportation system. 
The expansion of agriculture is restricted by the available quantities of water, 
and it has now been admitted that, even after the diversion of waters from 
Jordan, agriculture will provide employment for no more than 20 per cent of 
the working population. The key to the productive absorption of thé 
majority of immigrants is thus industrial development. 
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Investment in industry, agriculture, mining and communications is a pre- 
requisite also of the improvement of the trade balance. In 1956, imports of 
goods and services rose to $529 millions, while visible and invisible exports 
totalled only $171 millions. The deficit of $358 millions was larger by $75 
millions than in 1955, partly on account of increased military purchases in 
the wake of the Czech-Egyptian arms deal. During 1957 there was a marked 
improvement, as after the Sinai campaign a larger proportion of resources 
and manpower could be released for productive purposes. Commodity 
exports last year exceeded $132 millions, compared with $106 millions in 
1956, and payments for foreign services were reduced by some 25-30 per cent. 
But imports of goods reached $435 millions, a rise of $72 millions, of which 
$33 millions was accounted for by the purchase of modern passenger steamers 
in Germany for the national shipping line and of ‘“ Britannia” turbo-jet 
aircraft for the ‘ El Al” airline. Hence the gap in overseas payments as a 
whole widened again. 


Economic Gains from Sinai War 

The economic effects of the Sinai campaign were on balance favourable. 
The defeat of the Egyptian Army and the resultant blow to Arab morale 
have lessened the chances of an Arab attack on Israel in the near future, and 
have thus reduced the need for large-scale imports of munitions. Significant 
relief in this respect was provided also by the military equipment captured 
in the campaign, including one destroyer and some 100 'T-34 tanks. However, 
deliveries of Soviet submarines and other naval craft to certain Arab states 
may necessitate renewed expenditure on the expansion of the Israeli Navy. 

The Government’s additional outlays during the last half of 1956 involved a 
considerable expansion of bank credit; but the inflationary impact on the 
domestic economy was softened by drawing on foreign currency balances 
and maintaining the level of civilian imports. ‘The war was over so 
quickly that the economic life of the country was not seriously dislocated. 
The cost-of-living index in November, 1956, actually fell by 11 points. Its 
fairly rapid rise during the subsequent six months was certainly due more to 
the Government’s wage policy and the deliberate expansion of the money 
supply with the object of safeguarding full employment than to any shortages 
of consumer goods caused by the diversion of resources to military purposes.* 
Hardly any serious shortages were felt. Moreover, the campaign imbued the 
trade unions with a greater readiness to shelve or postpone claims for higher 
wages and better conditions. Though the Government did not fully exploit 
the opportunity thus presented, and attitudes in many unions soon returned 
to normal, the general climate remained more restrained. ‘Thus the labour- 
dominated Government found itself both willing and able to help in ter- 
minating a major strike over conditions of work and dismissal on terms not 
unfavourable to the private employer concerned. 

The most important economic benefits of the Sinai campaign, however, 
are likely to accrue from the impetus it gave to the development of transit 








* Towards the end of 1957 the cost of living index was reduced by means of subsidies 
on heavily weighted items such as foodstuffs. 
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facilities between Israel’s Red aMiles’ 50 — 

Sea coast and the Mediterran- erent | = LEBANON ~” 
ean. A small oil pipeline from MEDITERRANEAN 
the Red Sea port of Eilat to = 
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and is in use; another has 
been laid from Beersheba to [--———————~Tel Aviva 
Ashdod Yam, on the sea south 
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are some prospects that the | 6;) pipetines 
pipeline will be laid. Mean- es “Tetosto) 
while, kilat has been connected 

with the rest of Israel by a well-surfaced road, and work has started on a 
railway, though in the first stage this is likely to have its southern terminus 
at the Oron phosphate field. 

The Government is hoping that the planned rail and pipe connections 
between Eilat and Northern Israel will increase the country’s earnings of 
foreign exchange, both from transit dues of various kinds and from an 
increase in exports encouraged by cheaper transportation. ‘The f.o.b. cost 
of minerals such as potash, brome, phosphates and copper will undoubtedly 
fall when a railway is constructed, while their c.i.f. prices in markets east of 
Suez will benefit further from the use of Eilat harbour in place of Haifa. 
It is calculated that in several important markets the saving involved may 
1ake it possible to sell products that to-day are not competitive. 

Since all these expectations are contingent on the maintenance of freedom 
of passage in the Gulf of Aqaba—achieved through the Sinai campaign— 
there is every reason to believe that attempts to interfere with shipping in the 
Red Sea by Egypt or Saudi Arabia will be forcibly resisted. 

The crucial economic problem now facing the Israeli Government is how 
to strike a balance between the demands of investment and consumption. 
The total net investment (after deduction of capital depreciation) during 
the period May 15, 1948, to March 31, 1957, has been estimated at the 
equivalent of $1,695 millions. The tourist revisiting the country after an 
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interval of some years will find impressive evidence of these outlays—in the 
expansion of the built-up area; in the great number of new agricultural 
settlements; in ambitious irrigation projects, including the piping of water 
from the Yarkon River to the Negev; in new industrial plants making 
products ranging from cement and metal goods to tyres, chemicals and paper; 
in new railway lines, ships and civil aircraft; in the extension of the road 
network, and in improved services. But economists have reason to be some- 
what troubled. For the investment must be considered in comparison with 
the level of capital imports. ‘These totalled altogether some $2,550 millions 
by the end of March, 1957—very much more than total gross investment, 
let alone net investment. In other words, not only has there been no net 
saving for investment from local resources; an appreciable percentage of 
capital imports has been diverted to consumption. 


TABLE I 
ISRAEL’S EXTERNAL FINANCE 
Net capital imports May 15, 1948-March 31, 1957 


($ millions) 


United Jewish appeal and other funds and donations - ” “s ~ 656 
US grant-in-aid and Export-Import Bank loans (net) > a ig - 40)5* 
West German reparations 4 ag 7 bs 304 
Personal compensation of Israeli residents by Ge rmany - ie 7 s 60 
Sales of Israel Government securities abroad (net) .. Mi i 232 
Liquidation of sterling balances and other foreign security holdings. oh 150 
Miscellaneous long-term foreign loans if . scl a 19 
Miscellaneous medium- and short-term foreign loans (net) - $ * or 7 
Approved direct investments by foreign residents... ae 14 2 a 147 
Immigrants’ personal property .. ~ - - - gi is 49 
Other private transfers in cash and kind PA ‘a - cy - Bs 239 
Other capital imports _.. as oa ~ os re e4 - a 283 
Total .. - Ry ie 4 Sa - eS 


* Includes loans for the purchase of American food surpluses repayable in Israeli currency; 
the share of Export-Import Bank loans in this item is $107 millions. 


Israel’s dependence on capital imports has often been interpreted as 
involving dependence on the United States. This should not be exaggerated. 
Direct aid in the form of US Government grants and Government-approved 
loans from American banks—that-~is, excluding donations from American 
Jews and their investments in State of Israel bonds—has formed a relatively 
small and steadily decreasing proportion of total capital imports. 

The diversion of capital imports from the creation of capital assets to 
consumption can be attributed largely to the strength of the Israeli trade 
union movement. The movement used all its influence to maintain or 
improve the real wages of the pre-1948 population and to raise the living 
standards of the newcomers as rapidly as possible. It succeeded, despite 
the flooding of the labour market by the mass immigration of relatively 
unskilled people; but the price was a restriction of the real volume of invest- 
ment, and of the proportion of ‘ productive” investment in agriculture, 
industry and electric power in favour of investments in building and public 
works. While in some cases the construction of residential housing added 
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to the country’s productive capacity, often it represented merely a raising 
of the standard of living. 

Yet the Israeli Government, reluctant to face the alternative of immigrants 
living in tents and the political implications of larger unemployment or freer 
competition tor the available jobs, has felt itself obliged to persevere with its 
policies. Being unable to provide productive work for the multitude of 
potential unemployed or to reduce the real earnings of those at work, it has 
continued to employ more people on unproductive relief projects requiring 
insignificant outlays on equipment, tools and the like, and on building more 
houses. Since the import component of investment in building in Israel is 
rather smaller than that of investment in agriculture or industry, and much 
of the work is relatively unskilled (thus often enabling immigrants to be 
employed on the construction of their own homes with little or no training), 


TABLE II 
GROSS INVESTMENT IN ISRAEL, 1955-57 


(S$ millions at 1956 prices) 





1955 1956 1957* 

Residential housing - 108 101 126 
Agriculture and irrigation. . 75 69 
Industry... vs - 50 57 
Minerals and oil .. - 13 18 > 
Electricity .. .. .. 20 30 284 
Transportation - ‘a 40 36 
Services a - ua 35 31 

Total .. “a 341 342 410 





* Provisional figures. 


political expediency has been reinforced by short-term economic con- 
siderations. Unemployment has thereby been kept to around 6 per cent 
of the labour force. 

The Government’s share of total investment is high. Its actual develop- 
ment expenditure within the framework of the development budget during 
1956 reached about I£237 millions, of total gross investment in Israel of 
[{615 millions (equivalent at the official rate to $342 millions or £122 
millions sterling). On preliminary estimates, the corresponding figures for 
1957 are [£275 millions and [£740 millions. ‘The proportion of investment 
in housing increased in 1957, the Government and other public bodies 
having implemented a plan to provide permanent accommodation for 
immigrants who arrived during the year, while private building was not 
reduced. Indeed, residential building accounted for nearly one-third of 
total gross investment. 

The financing of investment and of security requirements has imposed a 
considerable strain on Government resources, especially as it has been found 
dificult to limit ordinary expenditure. The burden was greatest during 
the six months preceding the Sinai campaign, when the accumulated deficit 
in the special defence budget (introduced for 1955-56 and 1956-57) mounted 
rapidly to reach If 126 millions at the end of September, 1956. Excluding 
defence, the ordinary budget in 1956-57 was neatly balanced; but the de- 
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velopment budget showed a deficit of revenue over expenditure of nearly 
I {4 millions, in addition to the deficit in the defence budget. 

The essentially egalitarian social and wage structure of Israel (the ratio 
between the net salary of the director-general of a ministry and that of his 
lowest official is about 3:1) makes it difficult to raise revenue from direct 
taxes without hitting the majority of the electorate, always a difficult political 
proposition. The Government fears also that higher taxes might adversely 
affect incentives. Accordingly, it has recently resorted to the novel expedient 
of floating or guaranteeing debentures linked to the US dollar, or to the 
cost-of-living index, for both principal and interest. ‘The choice between 
these two links has usually been left to the purchaser. Redemption starts 
two years after the date of issue, and takes place over eight or ten years, 
at the adjusted parvalue. Interest is paid at the initial rate of 6 or 63 per cent 
per annum, and income tax is deducted at source at a flat rate of 25 per cent. 
Altogether, linked debentures to the nominal value of I£97.6 millions were 
taken up between August, 1955, and December, 1957. 


Success of Index-Linked Bonds 


The linked debentures proved a success despite the lack of any tradition of 
investir g in securities among large sections of the Israeli public. ‘They were 
particularly attractive for provident funds, which welcomed this means of 
protecting the interests of their members against inflation. As interest is 
paid biannually, investors who purchase index-linked debentures are com- 
pensated for even relatively short-term price fluctuations. Of the linked 
debentures floated and taken up since 1955, about half have been linked by 
their owners to the cost-of-living index. ‘The earliest of these issues, that 
of the Palestine Electric Corporation, was made when the index stood at 
233 points. The coupon due in August, 1957, just two years later, when the 
index had risen to 265 points, paid interest at a rate of more than 7.3 per cent 
per annum. The first 124 per cent of this loan was redeemed at the same 
time at about 1134 per cent of original par value. 

The economic effects of raising capital by the relatively expensive means 
of linked securities have not been dlear cut. ‘The Government has thereby 
secured a larger portion of the country’s savings: applied to the development 
of electric power, communications or industry—and even to the purchase of 
foreign currency from the Bank of Israel for the acquisition of arms abroad— 
this has proved beneficial; applied to stimulate housing, it has contributed 
relatively little to the expansion of production and has been inflationary. 

The Bank of Israel has generally proved a restraining influence on Govern- 
ment policy, though sometimes its recommendations have been set aside 
under trade union pressure. The slow trend to the right among the Israeli 
electorate has made ministers more susceptible to orthodox counsels. But 
with the next election due in 1959, policies seriously reducing the level of 
consumption per head cannot be expected this year. If immigration con- 
tinues at its present rate, and short of a big increase in unrequited foreign 
currency receipts or a major oil strike, no dramatic improvement in the 
balance of payments can be expected during 1958. 
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American Banking 
betore the Turn 


By F. E. DANIELS 


OR the third successive year American banks established peak earnings 

in 1957, despite relatively modest changes in the nation’s money 

supply and in the volume of bank deposits. While the year 1957 saw 

the onset of the recession, business and national income in the year 
as a whole reached new peaks. ‘The volume of money expenditures was 
substantially higher, but, almost throughout, the Federal Reserve Board 
maintained its grip on the credit base. The cash reserves of the member 
banks in December were actually lower on the year’s comparison, at $19,420 
millions. ‘“* Free ’’ reserves (measured as reserves in excess of legal require- 
ments, less borrowings from the Reserve System) were negative in every 
month of 1957, with the exception of January, when seasonal forces make for 
greater liquidity. 

The banks were therefore obliged to make further sales of ‘Treasury bonds; 
but they still could not meet the demands upon them for new credit. They 
were also faced with a shift from demand to time deposits, and with some 
disposition by companies to transfer temporarily idle funds to the short- 
term security market. ‘The banks imposed more conditions upon new 
borrowers, and an increasing number of requests for “‘ intermediate finance ”’ 
were rejected. The main burden of new finance was thus thrown upon the 
long-term capital markets, and yields rose to new heights. State and local 
governments raised almost $7,000 millions (against $5,400 millions in 1956) 
and companies raised no less than $13,000 millions, against $11,000 millions 
in 1956. Demand from other sectors was still large, but below that of earlier 
years. Mortgage debt rose by $11,000 millions ($16,000 millions in 1956) 
and consumer debt by $2,700 millions ( $3,400 millions). 

The official rediscount rate reached 34 per cent in August (following 
successive increases from 14 per cent in April, 1955) and was not reduced 
until November. Despite this recognition of change in the economic climate, 
the Reserve Board did not hustle into rapid stimulating action. It moved 
slowly through December, allowing seasonal forces to work at the turn of 
the year and refusing until February to relax the legal cash reserve require- 
ments of the commercial banks. When this first move was made, the change 
was confined to the lowest possible percentage of one-half of one per cent. 
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A further half per cent reduction last month brought minimum requirements 
against demand deposits to 19 per cent in New York and Chicago, 17 per 
cent in other large cities and 11 per cent in “ country”’ zones. Great dis- 
appointment was expressed when the latest changes were made uniformly, 
‘across the board’. ‘The American Bankers’ Association, for example, has 
advocated the elimination of present geographical distinctions and the im- 
position of a flat rate of 10 per cent. 

In recent weeks, helped by the reduction in cash reserve requirements, 
the commercial banks have re-established a useful volume of “‘ free ”’ reserves. 
The Treasury bond market has staged one of the sharpest recovery move- 
ments on record; the Treasury bill rate has fallen precipitately (touching 
1.2 per cent) and last month official discount rates were reduced again, to 
2{ per cent. Meanwhile, loan repayments have been on a much heavier scale 
than in 1957 and the “ prime” loan rate was cut back by $ per cent to 
4 per cent in January, and New York deposit rates also fell by $ per cent 
(to 24 per cent for six months’ deposits). With production and employment 
still falling, further moves to expand the money supply seem certain. 
The restoration of liquidity to the US economy is proceeding—though in 
conditions that do not point to a new peak for bank earnings in 1958. 

The full surge of expansion of bank loans, starting in the spring of 1954, 
had reached its crest in 1956. Loans in 1957 still rose, to the new peak of 
$94,000 millions in December; but the year’s increase of $3,600 millions 
compared with increases of $7,600 millions in 1956 and $11,600 millions in 
1955. The rise in business loans, moreover, was held to $1,600 millions, 
compared with $5,500 millions and $6,400 millions. 

Even this markedly slower pace of expansion entailed further liquidation of 
Treasury securities by the commercial banks; sales last year totalled $600 
millions. Here again, the pace of change was much slower than in the two 
preceding years, for after this sharp depletion, the banks became increasingly 
reluctant to reduce still further their secondary reserves in order to finance 


fresh expansion of loans. 

For bank earnings, however, the restraints of 1957 were not unprofitable, 
since some expansion in loan business was accompanied by a general rise in 
interest rates to the highest points seen since the early thirties. Loans, of 
course, are by far the most remunerative of assets—the Chase Manhattan 
Bank, for example, cites an average rate in 1957 of 4.33 per cent on loans 
and 2.47 per cent on securities. The “ prime rate’ on business loans was 
marked up from 4 to 43 per cent in August last, following increases of one-half 
point in each of the two preceding years. Simultaneously, there was a general 
upward shift in the whole interest rate structure. ‘The Treasury bill rate 
remained well above 3 per cent until the closing weeks of the year, touching 
3.7 per cent in October; the year’s average was 3.23 per cent, compared 
with 2.62 per cent in 1956. Yields on Treasury bonds, too, reached the 
highest points for a generation last autumn. ‘The yield on three-year 
‘Treasuries widened at one time from the year’s low point of 2.78 per cent to 
4.04 per cent. | 

248 








Although the banks were obliged to lighten their securities list—frequently 
involving losses on realization—this was a generally favourable climate for 
operations. Funds from maturities, for example, could be “ rolled over ”’ at 
relatively attractive rates for new investment, while the peak levels of national 
product and personal incomes brought higher revenues from trust and estate 
administration, service and commission charges, and the like. The gain in 
the banks’ gross incomes more than oitset a further big rise in expenses. 

In the United States, with its great number of banks operating in different 
areas and pursuing independent and individualistic policies, experience of 
individual institutions often varies considerably more than it does in Britain. 
We turn here to a brief glance at the giants—which again cannot be typical. 


Model of the new 60- 
storey head office of the 
Chase . Manhattan 
Bank going up in lower 
Manhattan. The main 
banking floor at street 
level will be below the 
large open plaza, with 
its sunken pool 





ae 


One banking highlight of 1957 was provided by the aggressively enterprising 
Bank of America, which lengthened the lead on its nearest rival as by far the 
largest American (and world) banking concern. The bank can now claim 
that in total assets (topping $10,600 millions in December) it has a unique 
status as the first “ ‘Ten Billion Dollar Bank ’’. ‘The bank’s overseas interests 
were notably strengthened last year by the purchase of a controlling interest 
in Banca d’America e d’Italia, which has 63 branches throughout Italy. 
In common with other West Coast institutions, the Bank of America has 
a very high proportion (about 50 per cent) of deposits in individual savings 
and time deposit accounts. These provide a formidable addition to loan- 
carrying capacities, since they call for no more than 5 per cent in “ legal ”’ 
cash reserves (as enforced by the Federal Reserve System), against the 17 
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per cent now (after last month’s cut) secured from a bank in this category 
for demand deposits. In 1957, however, the very substantial addition to 
these funds in the west was accompanied by a rise from 2 to 3 per cent in 
interest paid on them. ‘The commercial banks were subjected to strong 
competition from California’s state savings and loan institutions, which 
raised their own deposit rates to 4 per cent from January, 1957. 

Another West Coast bank, Security First National of Los Angeles, achieved 
an exceptionally large rise in deposits, by 18.6 per cent to almost $2,800 
millions, following November’s merger with Citizens’ National Trust of 
Riverside and the Security Trust of San Diego. This expansion lifts the bank 


TABLE I 
GROWTH OF BILLION-DOLLAR BANKS* 
GROSS DEPOSITS TOTAL CAPITAL FUNDS 
Dec 31, Change Dec 31, 
1957 on vear 1956 1957 
$mn yA $mn $mn 
Bank of America, San Francisco .. - 9524 + 5.9 557 583 
Chase Manhattan .. > a a 6,885 —~ 0.6 580 598 
First National Cityt na a ae 6,817 0.4 602 736 
Manufacturers Trust cs oni te 2,966 .s 207 211 
Chemical Corn Exchange .. _ 2,933 6.3 231 288 
Security First National, Los Ange ole rst we 2,773 -18.6 175 211 
First National, Chicago 24 - ss 2,615 -~ 1.3 231 247 
Bankers Trust se ee bi my 2,556 + 2.9 243 257 
Guaranty ‘Trust a od i 2,438 — 4.1 407 413 
Continental Illinois, ¢ ‘hicago oa “a 2,394 — 4.1 236 248 
National Bank of Detroit... 7 ne 1,803 - 2.8 135 141 
Mellon National, Pittsburgh i 7 1,753 + J.0 251 262 
Irving Trust 7 i n oa 1,578 ae 128 133 
Hanover ~ 7 - 1,576 — 4.7 159 164 
First National, Bostons - . ~ 1,558 , 160 168 
American Trust, San Francisco .. 7 1,540 3.6 106 111 
Crocker Anglo National, San Francisco .. 1,389 e 103 104 
Cleveland Trust, Cleveland. . a - 1,366 1.7 90 Y9 
All Commercial BanksT.. .-__.... .. 195,750 ~ 0.9 16,302 17,490 
* Eighteen banks with deposits over $1,000 millions. Italics indicate banks with head 
offices outside New York City. * Figures include City Farmers’ Trust Company. { 1957 


figures include effect of mergers; see text. § Figures include Old Colony Trust Company. 
Former Crocker First National and Anglo California National Bank, amalgamated 
February, 1956. Provisional. 


from tenth to sixth place in the national rank. The merger increases the 
bank’s branches in southern California,from 150 to more than 200-—compared 
with the Bank of America’s 600 or more. 

The New York City banks generally had a successful year, with gains in 
net income ranging from about 10 to 20 per cent. The Chase Manhattan 
was helped last year by the acquisition of the modestly-sized Staten [sland 
Bank, and by leading the rise in the rate on savings deposits last summer, to 
3 per cent. The First National City and Chemical Corn Exchange shared 
the distinction in 1957 of registering the highest percentage gains in net 
earnings among the larger banks. Both made rights issues to stockholders 
on the basis of one new share for five held, First National adding $120 
millions to capital funds and Chemical Corn $47.5 millions. Manufacturers 
Trust, ranking fourth in the list, has the most extensive branch cover 1n 
New York City, with well over 100 offices. It has a notably lower ratio of loans 
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to total assets (37.5 per cent) than the other metropolitan “ giants ’’, but like 
them pays much attention to “ retail ’’ banking—personal loans and services. 
At the Bankers’ ‘Trust loans and discounts accounted at end-December for 
almost 50 per cent of resources, more or less in line with the Chase and First 
National City. Guaranty Trust registered the highest percentage of loans to 
resources (54 per cent) of any leading US bank. 

The three large mid-western banks, First National of Chicago, Continental 
[Illinois and the National Bank of Detroit, all reported higher earnings, with 
the first-named registering an increase of about one-sixth. It is the largest 
Chicago bank and seventh in the national rating and covers in particular 


TABLE II 
MOVEMENTS IN RISK ASSETS 
LOANS, 
DISCOUNTS AND TOTAL 
MORTGAGES* SECURITIES 
Dec 31, Change Dec 31, Change 
1957 on year 1957 on year 
$mn a $mn y 

Bank of America, San Francisco + 5,555 - 3.8 2,743 L 8.9 
Chase Manhattan .. os - “f 3,927 0.1 1,558 3.0 
First National City? ae i aa 3,870 3.4 1,761 —- 1.3 
Manufacturers Trust ie = ou 1,288 - 4.6 989 t- O.8 
Chemical Corn Exchange .. a - 1,469 - 0.9 $13 + 7.0 
Security First National, Los Angeles? es 1,197 - 36.2 1,269 - 9.0 
First National, Chicago a eg an 1,512 0.5 670 —- 6.6 
Bankers ‘Trust 7 so ca os 1,448 — 1.4 555 +22.35 
Guaranty Trust ” in = - 1,622 1.8 647 —17.9 
Continental Illinois, Chicage “a a 1,164 - 0.3 892 - 2.3 
National Bank of Detroit - - 707 — 2.] 795 - 6.0 
Mellon National, Pittsburgh a % 1,013 8.9 576 - 2.1 
Irving Trust AF a - 7 $26 } ae 389 ~11.2 
Hanover _ 2 ” ad - 916 o~ Bae 320 —- 14.9 
First National, Boston§ - me a 946 0.9 381 + 0.5 
American Trust, San Francisco... re $50 1.2 520 13.8 
Crocker Anglo National, San Francisco .. 795 3.9 422 0.5 
Cleveland Trust, Cleveland - - 787 Foam 454 —- 2.6 
All Commercial Banks - - 94,280 ~ 4.4 75,560 + J.0 


* Loans shown net of provision for bad debts except in case of Chase Manhattan Bank. 
* Figures include City Farmers’ Trust Company. 7; 1957 figures include effect of mergers; 
see text. § Figures include Old Colony Trust Company. _ Provisional. 


company banking and trust services with an extensive correspondence service. 
[tis confined, by Illinois State law, to a single office in Chicago. The growth 
in deposits in the past decade has been modest; the National of Detroit, 
on the other hand, operating over 60 ofhces under the comparatively 
benevolent regulations applying in Michigan state and with the help of a 
number of acquisitions, has achieved a bigger expansion than most of the 
New York banks. By far the fastest growing banks, however, are those on the 
West Coast, many of which have increased their resources by more than 
two-thirds in the past ten years. 

A question of particular concern to the New York City banks is a final 
ruling on the proposal by First National City some time ago to extend its 
business beyond the City limits, where suburban business holds out the 
promise of faster growth. ‘The New York State legislature has stopped this 
move, while the Federal Reserve Board has suspended a final judgment. 
The New York banks are hoping for remedial legislation this year. 
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How Serious is Welsh 


Unemployment ? 


By E. VICTOR MORGAN 


URING recent months a great deal of attention has been focused 
on the steel and tinplate industry of South-West Wales and on 
the quarries of the North. Both industries are highly localized, 
and both present serious social as well as economic problems for 
the areas involved. These problems do not stem in the first instance from the 
toughening in the general economic climate; but that toughening inevitably 
intensifies the magnitude and duration of the “ structural’’ difficulties. 
There is, therefore, particular need at this time to find special solutions for 





these regional upsets. 

The difficulties of South-West Wales are those of adaptation to techno- 
logical change. ‘The old-style tinplate industry was highly concentrated 
within a radius of about 20 miles of Swansea. Steel bar was rolled, doubled 
and rolled again, and this. process was continued until a pack of plates of the 
required thinness was obtained, when the pack was cut and the plates tinned 
individually. A works might consist of anything from two to over 20 of these 
pack mills, and before the war there were about 500 miils (of which between 
350 and 400 were in operation) employing about 28,000 workers. Some of 
the larger units produced their own open-hearth steel and made their own 
bar; the rest purchased bar from other local steelworks or from abroad. 
There were also a number of works ‘tolling sheets, so that the whole industry 
consisted of steelworks, bar, tinplate and sheet mills, tinning and galvanizing 
plant, together with the associated engineering shops. ‘This complex 
was not integrated with the blast-furnace section of the industry and, tor 
many years, no blast furnaces have operated in the Swansea area. A con- 
siderable amount of scrap was used in the open-hearth furnaces, and pig-iron 
requirements were met by purchase. 

This industrial structure has been outdated by the advent of the inte- 
grated plant, the continuous strip mill and the electrolytic tinning process. 
In the modern plant, coke-ovens, blast furnaces, steel furnaces, hot strip 
mill and, sometimes, cold reduction and tinning or galvanizing plant all 
form a single unit. Hot steel ingots are reduced by continuous rolling to 
coiled strip, and this is further reduced by a second continuous rolling in a 
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cold-reduction plant to whatever gauge is required either for sheet or tin- 
plate. Before the war there was only one such plant in Britain, at Ebbw Vale. 
Since 1945 the Steel Company of Wales has built the integrated plant at 
Margam with a hot strip mill capable of supplying three cold-reduction 
mills. One of these is at Margam itself, and the other two have been built, 
together with tinning plant, at ‘Trostre, near Llanelly, and at Velindre, on 
the outskirts of Swansea. ‘The Velindre plant began operations in 1956 and 
was working up to full production last year; it is this additional capacity 
that has created the present crisis for the pack mills. 

The three new plants, together with that at Ebbw Vale, can produce over 
1,100,000 tons of tinplate a year, as well as a substantial quantity of sheet 
steel, whereas the peak pre-war output of tinplate was 958,000 tons in 1937. 
The new process is not only cheaper, but also gives a product of more even 
quality, very important in tinplate, much of which is now used in high-speed 
stamping machinery. 

When the new developments were first planned it was feared that the 
demise of the old industry would have been quicker and more painful than 
it has been in fact. Until the opening of the Velindre plant the demand for 
tinplate, except for a short time in 1953, was greater than the supply, and the 
limiting factor on the operation of the old mills was shortage of labour. 
Despite strenuous efforts, including the recruitment of Italians, it was never 
possible to man more than about 200 mills, and this number was considerably 
reduced after 1953. In the spring of that year demand fell sharply, many 
of the old mills closed and nearly 5,000 people were thrown out of work. 
The labour market proved so buoyant that only about 150 were still on 
the unemployment register by November of that year. With the recovery 
of demand, the industry again tried to recruit labour, but it was too late, 
and only 110 mills were able to operate in 1955. 

‘The present problem is thus that of the hard core of the old tinplate 
industry, together with the old sheet mills and the steelworks. In recent 
months the rolling of tinplate in hand mills has practically ceased, though 
some works are still engaged on finishing plates rolled at ‘T'rostre or Velindre. 
There have also been a number of closures of steel and sheet works. It is 
very unlikely that the tinplate mills will reopen except for a trivial output of 
odd sizes. The outlook for sheet is less certain, but sheet from the old mills 
is unpopular for manufacturing use because of its uneven quality; its main 
use is for galvanizing, and this is a market in which there is intense com- 
| petition. ‘The fate of the steelworks is largely bound up with that of the mills; 
the older ones seem likely to close permanently, but the more modern ones 
may continue, for a time, as producers of billets and other forms of steel. 

A recent official statement estimated the number of dismissals in the year 
to January, 1958, at about 6,000, to which must be added another 500 
thrown out of work during February by the closure of the South Wales 
Steelworks, Llanelly. The full effect on employment has probably not yet 
been felt, especially in the ancillary engineering industry, but unofficial 
estimates of redundancy, which have ranged up to 15,000, are almost certainly 
too high. 
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Prospect of re-employment for these people depends partly on the general 
state of trade and partly on their age and the nature of their skill. The 
most fortunate are the skilled craftsmen, such as fitters and electricians, 
who are employed in a number of industries; there is still a brisk local 
demand for such workers, and most of them have found jobs without diff- 
culty. About half of the men involved are labourers, craftsmen’s mates or 
other unskilled or semi-skilled grades. ‘These would have little difficulty in 
turning their hand to another job if it were available, but at present there is 
not enough work locally for them all. The hardest hit (probably between 
a quarter and a third of the total) are the men whose skills were specific 
to the old process. Many of them are too old to learn new skills easily 
and, even if they get unskilled or semi-skilled jobs, their earnings will drop 
sharply. ‘The industry has established a compensation fund, but the sums 
provided (ranging up to about £300 for men with 40 years’ service) cannot 
fully make up for the difficulty of getting a job, and for the loss of earnings 
even if successful. ‘The local social problem is all the more acute because 
of the high standing that these men have long enjoyed in their own com- 
munities. ‘There is, moreover, a wider aspect of the matter, of much more 
than local interest. ‘This is the most conspicuous case since the war of 
redundancy due to technological progress, and the fate of these men is sure 
to be watched by others, and to have its influence on the general attitude of 
the trade unions towards the introduction of labour-saving machinery. 

The difficulties of North-West Wales involve fewer people, but propor- 
tionately, the difficulties are even more acute. Here, unemployment is due 
to the decline in the slate and granite industry, and has been aggravated by 
the fall in the agricultural labour force as a result of the growing use of ma- 
chinery on the farm. ‘The fall in the demand for slates—a matter partly of 
price and partly of architectural fashion—has been going on for a long time; 
the quarries employed 10,000 before the war and now employ barely 3,000. 
Anglesey has an unemployment rate of 11 per cent and Caernarvonshire 
a rate of no less than 13 per cent. ‘This area is one of the main strongholds 
of the Welsh language and way of life, and its decline is of special concern 
to Welsh people on that account. So far, there has been little new industry, 
and there are obvious difficulties in introducing factory trades, for lack of 
both communications and the ancilfary industries and services that make up 
an efficient industrial complex. However, attempts to establish small-scale 
industries are being made and there is the prospect of a nuclear power station 
at ‘l'rawsfynydd and, possibly, of another one at Edern. There is strong 
local pressure for the region to be scheduled as a development area and there 
seems to be a good case for this. 

There have been other minor causes of unemployment in Wales, including 
a reduction in ship-repairing work at Pembroke Dock, and a more than 
seasonal contraction of building associated, no doubt, with the credit squeeze. 
Unemployment in the principality reached a seasonal peak of 28,400 in 
February, 1957, fell to 20,400 in June, and then rose to nearly 36,000 in 
February, 1958, 3.8 per cent of the labour force and an increase of about 
7,500 on the year. Of the unemployed, 11,800 were in South-West Wales 
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and 3,300 in the North-West; at Port Talbot, the unemployment ratio is no 
more than 1 per cent. 

There are, however, many signs of continued growth and vitality in the 
Welsh economy. The coal industry has taken advantage of unemployment 
elsewhere to add more than 2,000 men to its pay-roll, and good progress is 
being made with modernization schemes, including the introduction of power 
loaders, and with the sinking of the big new anthracite pits at Abernant and 
Cynheidre. Despite the troubles of the old mills, 1957 was a record year for 
the steel industry, and tinplate production rose for the first time to more than 
1 million tons. Tinplate exports, too, at over 400,000 tons were much higher 
than in any other post-war year. Demand slackened towards the end of the 
year and the Trostre and Velindre plants have recently been working short 
time, but they are now getting back to normal again. It was estimated some 
time ago that present plant, even with the extensions in progress, will again 
become insufficient to meet demand by the early 1960s, and that another 
integrated strip mill will then be necessary. Richard Thomas and Baldwins 
has plans for building this at Newport, but pressure has been put on the 
Government to secure the plant for South-West Wales and for Scotland. 
Meanwhile, the Steel Company of Wales is proceeding with the third stage 
of the Margam plan, which will raise ingot capacity by a further 600,000 
tons a year to 3 million tons by 1959. 


New Industries Still Growing 


The new industries introduced since the war have, on the whole, withstood 
the credit squeeze very well. A few small units have been closed, but the 
new plants opened have been nearly as numerous and, on an average, con- 
siderably bigger. In the year to June 30, 1957, 71 industrial buildings with 
an area of 2,449,000 square feet were finished and 86 buildings with an area 
of 4,470,000 square feet were started. 

There has again been substantial investment in the nationalized public 
utilities. ‘The Gas Board has extended its grid and is making even more 
use than before of coke-oven gas, while gases from the Llandarcy oil refinery 
and methane from coal mines are also being used. ‘The new Uskmouth A 
and Carmarthen Bay power stations have been brought into commission and 
now supply half the electricity needs of South Wales; Government permission 
has been given for the construction of another station. Improvements are 
being carried out in dockyards at Swansea, Port Talbot and Newport. 

There has even been some speeding up of road building and authorization 
has been given for an early start on the long overdue Heads-of-the- Valleys 
and Port Talbot by-pass roads. The Severn Bridge, however, is still in the 
indefinite future and one cannot help feeling that the whole question of road 
transport is still not being faced with sufficient vigour and imagination. It 1s 
true that Wales is getting more than its share of the total allocation for roads, 
but that is hardly relevant; expenditure is still grossly inadequate in relation 
both to need and to what is being spent on other forms of capital, the full 
benefit of which depends on improved communications. Now that inflationary 
pressure is subsiding, the whole road programme should be reviewed again 
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and the greatest possible flexibility should be given, so that projects can be 
pushed ahead in areas of local unemployment. 

A start has been made on the big schemes planned for Milford Haven. 
The British Petroleum Co has secured an Act of Parliament to enable it 
to carry out its {5 million scheme for an oil terminal at Milford Haven with 
a pipeline to Llandarcy and work at the Haven has started. Esso is still 
awaiting the authorization of the Capital Issues Committee for its £20 million 
refinery and the Milford Docks Co is negotiating to raise £6 millions for 
dock improvements. ‘The Angle Ore and Transport Co (a joint venture of 
the Steel Company of Wales and the Guest Keen Iron and Steel Co) has 
promoted a Bill to enable it to set up an iron-ore terminal and a public enquiry 
has recently been held; there are also reports that another major oil 
company, an American tanker magnate and a chemical firm have shown an 
interest in the area. ‘The Government’s Conservancy Bill to set up a 
co-ordinating authority for the Haven is expected to receive the Royal 
Assent soon. 

These developments give ample evidence that the long-term outlook is 
bright. ‘The immediate future will depend largely on how far deflation goes 
in Britain as a whole, and that will have a big influence on the ease or difficulty 
of dealing with the peculiar troubles of South-West Wales. In 1953 no special 
measures were necessary and the problem solved itself before the Lloyd 
Committee had time to report. It would be too optimistic to assume that 
things will go quite so smoothly this time; the numbers of redundant workers 
are larger and their average age is considerably higher. However, provided 
that the general level of activity is maintained, the problem may prove less 
intractable than many people fear. 

Decisions on special measures need to be taken with regard not only to 
immediate needs, but to ‘the long-term development of the whole of West 
Wales, including Milford Haven. Examples of what can be done are provided 
by some earlier closures. ‘The old Cwmfelin tinplate works has become the 
Cwmfelin Press and Fabricating Works of Richard ‘Thomas and Baldwins, 
and this company has established a foundry and a modern silica brickworks 
on the site of the old Siemens Steelworks at Landore. An inter-departmental 
Government committee is at present studying these possibilities and it 1s 
reported that enquiries have been réceived from a number of firms. Some 
employment could be provided, if funds were made available, by speeding up 
road building and rural electrification, and there is a strong case for giving 
preferential treatment to this and similarly situated areas in school and hos- 
pital building and possibly in loans from the Public Works Loans Board. 

Whatever may be done, however, there is the likelihood that a few of the 
older men will have to face a long period of unemployment, and we should 
seriously consider whether the Unemployment Insurance Act could not be 
amended to give extended benefit without means test to people in this 
category. There are obvious difficulties and dangers of abuse, but surely it 1s 
wrong that a man who has spent most of his life in an industry should end 
his working days as a client of the Assistance Board because of a change that 
has greatly enriched the rest of the community. 
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Contracts Violating 
Foreign Law 


FRUSTRATION BY EXPORT BAN ? 
By SPENCER G. MAURICE 


N a world still beset by complex networks of import and export controls 

liable to sudden change, the question of the enforceability in British 

Courts of contracts violating these or other ordinances of overseas 

countries is of high significance for international traders and their bankers. 
A case of exceptional importance in this sphere has recently been decided 
by the House of Lords. In Regazzoni v K. C. Sethia (1944) Lid ({1957], 
3 All ER 286)* the House of Lords was called upon to consider two proposi- 
tions of law. On the one hand was the proposition relied upon by the 
respondent company, that an English Court will not enforce a contract, or 
award damages for its breach, whether or not the proper law is the Law of 
England, if its performance will involve the doing of an act in a foreign 
and friendly state that violates the law of that state. The appellant, on the 
other hand, relied upon the proposition that an English Court will not have 
regard to a foreign law of a penal, revenue, or political character. 

The facts of the case, so far as they were material to the appeal, were as 
follows. The appellant alleged that the respondent company had agreed to 
sell and deliver to him a quantity of jute bags and had wrongfully repudiated 
the agreement. It was possible to obtain the bags only from India and their 
destination was the Union of South Africa, as both parties knew, although 
the agreement was that they should be delivered c.i.f. Genoa. ‘The proper law 
of the contract was English law, but the Indian Government had prohibited 
by ordinance the taking out of India of goods that were destined for any port 
or place in the Union of South Africa or that were intended to be taken to the 
Union, although destined for a port or place outside it. The respondent 
defended the action for breach on the ground (iter alia) that the agreement 
was illegal and/or void and unenforceable in that it had for its purpose an 
object that was illegal and/or contrary to public policy as being made in 


* Briefly discussed in The Banker’s annual review of legal decisions affecting banks and 
businessmen; see January issue, page 48.—EDITOR. 
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breach of the law of India. The case before their Lordships turned entirely 
on the question whether this defence could be made good. 

The enforceability of the revenue laws of a foreign country had been 
considered by the House of Lords—for the first time—in Government of India, 
Ministry of Finance (Revenue Division) v Taylor and Another ({1955], AC 
491; [1955], 1 All ER 292). The appellant in that case sought to recover 
taxes under the Indian Income Tax Act, 1922, in the liquidation of an English 
company. ‘Their Lordships dismissed the appeal, and Viscount Simonds 
expressed surprise that anybody should suggest that the English Courts 
would entertain a suit by a foreign state to recover a tax. But, although the 
House of Lords affirmed that the English Courts would not enforce the 
revenue laws of a foreign state, the judgments showed that the proposition 
—put forward by, amongst others, Lord Mansfield—that they will never 
take notice of them is too broad. Thus Lord Keith referred with approval to 
Peter Buchanan Ltd v McVey ([{1950], 100 L.Jo. 497), a case in the High 
Court of Ireland where Kingsmill Moore, J, whose decision was subsequently 
affirmed by the Irish Court of Appeal, found that a transaction that was 
dishonest, because it was designed to defeat the claim of the Crown in 
Scotland, was ultra vires the plaintiff company. 

In Regazzoni v K. C. Sethia (1944) Ltd, Lord Simonds, having referred 
to Government of India v Taylor as showing beyond all doubt that an English 
Court will not enforce the penal or revenue laws of another country at the 
suit of that country, stressed the fundamental difference between that type 
of case and the case in which the question arose whether, in a suit between 
private persons, the Court would enforce a contract that involved the doing 
in a foreign and friendly country of an act that was illegal by, and violated, 
the law of that country. ‘“ It can ’’, said his Lordship ([1957], 3 All ER 289, 
290), “‘ hardly be regarded as a matter of comity that the Courts of this 
country will not entertain a suit by a foreign state to enforce its revenue 
laws. It is, on the other hand, nothing else than comity which has influenced 
our Courts to refuse as a matter of public policy to enforce, or to award 
damages for the breach of, a contract which involves the violation of foreign 
law on foreign soil, and it is the'limits of this principle that we have to 
examine’. But he conceded that different considerations might arise and a 
different conclusion be reached if the law of a contract was English and the 
contract could be wholly performed in England or at least in some other 
country than that whose law made the act illegal, and he referred to K/esnwort, 
Sons & Co v Ungarische Baumwolle Industrie Aktiengesellschaft and Hungarian 
General Creditbank ({1939], 2 KB 678; [1939], 3 All ER 38). 

The respondent’s case rested on Foster v Driscoll, Lindsay v Attfield, 
Lindsay v Driscoll ({1929], 1 KB 470), three separate actions involving rights 
and liabilities of the members of an English partnership in which the Court of 
Appeal refused to entertain the suits between the various partners and 
dismissed all the actions because the agreement constituted an illegal joint 
adventure, being designcd to run whisky into the United States of America 
during a period of prohibition in that country. Lawrence, L J, in the course 
of his judgment, said ({1929], 1 KB 510): ‘“‘ The ground upon which [ rest 
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my judgment that such a partnership is illegal is that its recognition by our 
Courts would furnish a just cause for complaint by the United States Govern- 
ment against our Government (of which the partners are subjects), and 
would be contrary to our obligation of international comity as now under- 
stood and recognized, and therefore would offend against our notions of 
public morality”’. The Court reasserted the principle of its decision in 
Ralli Brothers y Compania Naviera Sota y Aznar ([1920], 2 KB 287), where 
a contract governed by English law was held to be unenforceable because it 
required the performance in Spain of an act illegal by Spanish law. Scrutton, 
L J, there said ([{1920], 2 KB 304): “‘. .. Where a contract requires an act to 
be done in a foreign country, it is, in the absence of very special circum- 
stances, an implied term of the continuing validity of such a provision that 
the act to be done in the foreign country shall not be illegal by the law of 
that country. This country should not in my opinion assist or sanction the 
breach of the laws of other independent states ’’. Lord Simonds, in Regazzont 
v K. C. Sethia, pointed out that the relevant law in Ralli Brothers vy Compania 
Naviera Sota y Aznar was not a revenue law and he assumed that Scrutton, 
LJ, might have qualified his statement if he had had such a law in mind. 

Dealing with the appellant’s case, Lord Simonds drew attention to the 
fact that the appellant’s contention was that the English Courts would not 
‘pay regard ”’ to the penal, revenue or political laws of a foreign state, not 
merely that they would not “‘ enforce ”’ such laws at the suit of a foreign state. 
If that contention was right, Foster v Driscoll was wrongly decided. His 
Lordship prefaced his examination of the cases in which the question had 
been the enforcement of a contract involving the violation of foreign law 
with a reference to the analogous cases in which contracts involving the 
violation of English law had been considered. He pointed out that a party 
cannot recover in a court of justice on a contract tainted with illegality, so 
that the only question was whether the party suing was to be regarded as a 
sharer in the transaction. Just as public policy avoided contracts that 
offended English law, so it would avoid at least some contracts that violated 
the laws of a foreign state. The only question was, what contracts ? 

It had been suggested that in the present case the Indian legislation was 
contrary to essential principles of justice and morality and for that reason 
should be ignored by the English Court. Lord Simonds, however, observed 
that it would be a serious breach of international comity, in the case of a state 
recognized as a sovereign independent state, to postulate that its legislation 
was of this kind. His Lordship said that there could be no possible justifica- 
tion for such a view, however hardly the act concerned in this case might bear 
on the Union of South Africa. Lord Reid said that it was quite impossible 
for an English Court to set itself up as a judge of the rights and wrongs of a 
controversy between two friendly countries: they could not judge the motives 
or the justifications of governments of other countries in these matters and, 
if they tried to do so, the consequences might seriously discredit international 
relations. Lord Keith said that the English Courts could not be called upon 
to adjudicate on political issues between India and South Africa. 

Lord Simonds pointed out that simply because the Court would not 


259 





Paper 


THE 





t 








Mi 


Until 100 years ago, all papers 

were made mostly from rags. This was 
because rags have always been the most 
Satisfactory raw material for making strong 
and durable papers. Even today rag papers 
are the best where a combination of 
strength, durability and character is required. 
Rag papers are distinctive and give an 

air of importance to letterheadings, 
commercial stationery, documentsand ledgers. 
Most of the fine papers in the Gateway Range 
of watermarked papers have a high rag 
content and are also tub-sized and 
air-dried. Goatskin Parchment, W. T. & Co., 
Heralds Loan and Conqueror are famous 
examples of Gateway rag papers 

which are accepted throughout the world as 
the best of their kind. 

With every sheet of Gateway watermarked 
paper there is a guarantee of quality — it 

is the Gateway in the watermark. Look for the 
Gateway in the watermark and be sure of the 
best. Gateway Papers can be obtained through 
your usual printer or stationery supplier. 


WIGGINS TEAPE GROUP 


Gateway House 1 Watling Street London EC4 
Telephone City 2020 


2600 



































enforce a revenue law at the suit of a foreign state, that did not mean that 
it would enforce a contract that required the doing of an act ina foreign country 
that violated the revenue law of that country: the two things were not 
complementary or co-extensive. Government of India v Taylor shows that, 
so far as suits of foreign states are concerned, revenue and penal laws are 
on the same footing. Lord Simonds exemplified the distinction between 
enforcing a revenue law at the suit of a foreign state and having regard to 
the revenue laws of another country by substituting penal law for revenue 
law: his Lordship pointed out that, although an English Court would not 
enforce a penal law at the suit of a foreign state, yet it would be surprising 
if it would enforce a contract that required the commission of a crime in that 
state. All their Lordships were of cpinion that, as it had been conclusively 
found that the common intention of the parties was to violate the law of 
India, their agreement should not be enforced. They thus approved Rall: 
Brothers v Compania Navtera Sota y Aznar and Foster v Driscoll. 

As has been said above, Government of India v Taylor is authority for the 
proposition that a foreign state cannot sue to recover taxes in the English 
Court, but in Regazzoni v K. C. Sethia (1944) Ltd the House of Lords was 
cautious in its approach to the modern position in regard to the revenue laws 
of foreign countries. ‘Thus Lord Reid said that probably some re-examina- 
tion of the cases dealing with revenue laws or penal laws might in future 
be necessary, Lord Keith was of the view that the proposition that “ no 
country ever takes notice of the revenue laws of another ”’ was too widely 
expressed, and Lord Somervell, referring to old cases in which the English 
Courts had not taken cognizance of the fact that the parties had been engaged 
in smuggling contrary to the laws of foreign states, said that he thought 
that the Courts of this country should not to-day enforce a contract to smuggle 
goods into or out of a foreign and friendly state. It is of interest to observe 
that in Government of India v Taylor his Lordship had said ([1955], 1 All 
ER 301): “ Our Courts will apply foreign law if it is the proper law of a 
contract, the subject of a suit. Tax gathering is not a matter of contract, 
but of authority and administration as between the state and those within 
its jurisdiction. If one considers the initial stages of the process, which may, 
as the records of your Lordships’ House show, be intricate and prolonged, 
it would be remarkable comity if state B allowed the time of its Courts 
to be expended in assisting in this regard the tax gatherers of state A ”’. 
Possibly, therefore, the correct view to-day is that the English Courts will 
refuse to entertain an action by a foreign state for the recovery of taxes and 
penalties, but will, as a matter of comity, recognize in all other respects the 
penal and fiscal laws, and possibly also the political laws, of foreign sovereign 
states, unless, of course, they clearly offend against English ideas of morality. 

Finally, it is important to observe that in Regazzoni v K. C. Sethia (1944) 
Ltd there was nothing on the face of the agreement to show the illegal purpose 
of the parties, that purpose being proved ab extra. This fact the House of 
Lords found irrelevant; the same was indeed true even of the whisky- 
smuggling case, to which Lord Simonds referred: the illegality of the 
contract in Foster v Driscoll was not apparent on the face of the documents. 
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AMERICAN REVIEW 








S news from industry has become 
more depressing in the past 
month, and hopes of an early 
pick-up of the economy have faded, 
evidence has accumulated that the 
Administration will introduce legislation 
for substantial tax relief within a matter 
of weeks from the announcement of the 
March employment figures, due in the 
middle of this month. Indicators of in- 
vestment, production, sales and employ- 
ment are now all pointing downward. 
Capital expenditures by business 
in 1958 are now forecast at $32,000 
millions, a decline of 13 per cent on 
the total for 1957 and of more than 
15 per cent from the peak annual rate of 
$37,800 millions touched in the third 
quarter. The annual rate is now about 
$34,000 millions, and expected to fall to 
$31,000 millions in July-December. 
The index of industrial production for 
February, seasonally adjusted, recorded 
its third successive monthly decline of 
three points, and at 130 was 15 points, 
or rather more than 10 per cent, below 
the August peak. In these six months, 
therefore, the fall in the volume of in- 
dustrial production has been fully as 
large as the falls from peak to nadir 
registered in 1948-49 and 1953-54. The 
February level was the lowest since 
1954. Housing “ starts’”’ in February 
declined to an annual rate of 890,000, 
the lowest level reported since 1949, 
and reports of retail sales, steel and 
motor car production have been poor. 
Politically, however, by far the most 
important indicator was the February 
return for unemployment. ‘This showed 
another rise, of 700,000 from January, 
to 5.2 millions, representing 7.7 per 
cent of the labour force—above the peak 
in the 1953-54 recession, but substan- 
tially below the 10 per cent of 1941, 
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when unemployment last exceeded 5 
millions (in a much smaller labour 
force). 

All eyes are now fixed on the un- 
employment returns for March. Presi- 
dent Eisenhower not long ago was 
intimating that these were due to show 
an improvement, but guesses now are 
rather that the seasonal decline may not 
materialize. Hence political pressures 
on the Administration for early action 
have been strengthened; and there is 
evidence to suggest that official advisers 
were already taking a much more 
cautious view of short-term possibilities, 
as voiced in the declaration by President 
Eisenhower in February that action 
would be taken—‘“ and in time ”’. 


Public Works or Tax Cuts ? 


The Democratic party in Congress last 
month was pressing for heavy increases 
in Federal expenditures and a number of 
projects were put forward, with the 
Administration’s blessing, for high- 
ways, houses, defence and development 
projects, which will eventually add 
several billion dollars to the annual rate 
of Federal expenditures, though they are 
hard to assess quantitatively in their 
preliminary form. The same is true of 
the extension beyond six months from 
Federal funds of compensation relief 
for unemployed workers. Certainly, 
however, the budget for the fiscal year 
1958-59, beginning next July, will show 
the largest deficit for very many years. 

On the actual issue of reducing taxes, 
however, the Administration was still 
walking warily last month, and the 
Democratic Opposition itself was de- 
voting far more vigour to advocating 
larger spending. Indeed, an accord that 
is particularly unusual for an election 

















year was registered between Con- 
gressional Democrats and the Treasury 
under which neither party will “ jump 
the gun’”’ on the tax plans. Another 
rather odd feature was that agreement 
seemed to have been reached for action, 
when necessary, on a general “ across 
the board”’ schedule of reliefs for all 
classes of taxpayers and for business, 
rather than concentration on relief for 
the lower income-brackets, for which the 
Democrats might be expected to press. 

The Administration would probably 
like to hold its hand, believing that 
consumer buying will revive and that a 
modest public spending programme will 
give the needed spur. On Treasury 





submissions, however, it will ask for 
tax relief rather than for “‘ huge slow- 
acting public works programmes of 
doubtful value’’. And tax relief will 
certainly be favoured by both parties 
in Congress as affording a quick 
stimulus, despite reservations about 
its longer-term desirability. 

The Reserve Board’s monetary policy 
is still drifting steadily and not pre- 
cipitately towards greater ease. Last 
month official discount rates were cut 
for the third time, from 2? to 2} per 
cent, and the Reserve Board made a 
further uniform reduction of 4 per cent 
in reserve requirements, releasing $500 
millions of cash reserves. 


American Economic Indicators 


1955 


Production and Business: 


Industrial production (1947-49= 100) 


1957 1958 
1957 in 


Nov Dec — Jan 


Feb 


1956 


139 143 143 «139° 135 133): 130 


Gross private investment (billion $).. 60.6 65.9 64.4 61.3 — - 
New plant and equipment (billion $).. 28.7 35.1 37.0 36.2 — ~— 34.1 
Construction (billion $) 44.6 46.1 47.3 48.5 48.6 48.2 47.5 
Housing starts (000 units) 110.7 93.2 86.8 78.2 62.0 69.0 65.0 
susiness sales (billion $) 52.3 54.8 56.3 54.7 54.5 53.7 
Business stocks (billion $) 81.7 89.1 90.7 91.0 90.7 90.0 
\lerchandise exports (million $) 1.296 1,591 1,734 1,683 1,639 1,511 
\lerchandise imports (million $) 949 1,051 — - 
Employment and Wages: 
Non-farm employment (million) 50.1 51.9 52.5 52.2 520 51.8 51.2 
Lnemployment (000s). . ‘x 2,904 2,822 2,936 3,118 3,374 4,494 5,173 
Unemployment as % labour force 4.4 4.2 4.3 4.9 5.0 5.8 6.7 
Hourly earnings (mfg) ($) 1.88 1.98 2.07 2.11 2.10 2.10 2.10 
Weekly earnings (mfg) ($) 76.52 79.99 82.39 82.9 82.9 81.27 
Prices: 
” : 
Moody commodity (1931= 100) { _— pi pen po } 390 3=—- 391 393 398 
Farm products (1947-49 = 100) 89.6 88.4 90.9 91.9 92.6 93.6 95.5 
Industrial (1947-49=100) __... 117.0 112.2 125.6 125.9 126.1 126.2 125.8 
Consumers’ index (1947-49 = 100) 114.5 116.2 120.2 121.6 121.6 122.3 
Credit and Finance: 
Bank loans (billion $) .. ‘s 82.6 90.3 94.3 93.0 94.3 92.1 
Bank investments (billion $) . 78.3 74.8 75.6 74.3 75.6 75.5 — 
Bank loans (partial) (billion $) 26.7 31.3 32.2 31.5 32.2 30.6 30.4 
Consumer credit (billion $) 38.7 42.0 44.8 43.5 44.8 44.0 — 
Treasury bill rate (%).. 1.75 2.66 3.27 3.34 3.10 2.60 1.56 
US Govt Bonds rate (°%) 2.84 3.08 3.47 3.57 3.30 3.24 3.28 
Money supply (billion $) - . 216.6 222.0 226.3 223.3 226.3 224.5 - 
Federal cash budget (— or —) (mill $) -740 +-5,524 + 1,193 —4,435 — — 


Notes.—Latest figures are preliminary or 
estimated. Yearly figures are given for 
private investment and equipment for 
1955-57 and then quarterly figures at annual 
rates. Construction figures show monthly 
averages 1955-57. Business sales and stocks, 
money supply, bank loans and consumer 


credit show amounts outstanding at the end 
of the period. Moody’s commodity index 
shows high and low 1955-57, and end- 
month levels. Weekly bank loans are derived 
from partial returns only. Budget figures 


are cash totals. Quarterly figures are shown 
in the middle month. 
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ARGENTINA 


Dr Frondizi Wins—The general elec- 
tion held at the end of February resulted 
in a resounding victory for the national- 
istic Radical Party headed by Dr Frondizi, 
who thus becomes President-elect (he 
will assume office on May 1). Outlining 
the new Government’s views on economic 
policy, Dr Frondizi has stated that one 
of its main aims will be to bring about an 
expansion in foreign trade ‘‘ on a basis of 
truly mutual benefit’’. He would not 
commit himself on such questions as 
whether Argentina would consider a 
return to bulk trading, or whether the 
new administration would maintain the 
Paris Club multilateral payments system 
which the previous Government devised 
to promote trade between Argentina and 
European countries. He pointed out, 
however, that every effort would be made 
to avoid injuring relations with Argen- 
tina’s traditional trading partners, while 
striving to ensure that the best possible 
prices were secured for Argentine pro- 
duce. 

Bank Strike Ends—'The strike of bank 
employees which began at the end of 
January and caused considerable dis- 
location of the business community’s 
activities ended in the middle of March, 
following a series of meetings between 
the banks, Government officials and 
union leaders. Strikes in other industries 
have also been settled, but only after 


substantial wage increases had_ been 

granted by employers. 
AUSTRALIA 

Bank Reform Tussle—The Govern- 


ment has announced its intention to re- 
introduce the banking bills rejected by 
the Senate last year. The bills deal 
mainly with the separation of the 


Commonwealth Bank’s central banking 
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activities from its trading operations. 
‘The Government has warned the Opposi- 
tion that it may dissolve Parliament it 
these measures are again rejected in the 
Senate. 

Money Pressure Eased—As a further 
measure to counter deflationary ten- 
dencies, the central bank has released 
£A15 millions of commercial bank funds 
frozen under the special accounts. ‘The 
Federal ‘Treasurer, Sir Arthur Fadden, 
has given an assurance that any further 
releases needed to maintain the liquidity 
of the banking system will be made as 
required. But the Prime Minister, Mr 
Menzies, has pointed out that unemploy- 
ment has not assumed alarming dimen- 
sions and that there is no need for “a 
lot of panic measures ”’ 
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BURMA 


Trimming Development— Difficulties 
in raising finance to pay for development 
projects have forced the Government to 
trim its investment programme. It has 
been indicated that the authorities intend 
to concentrate for the time being on the 
promotion of the production of timber, 
rice and other agricultural items. ‘The 
industrialization programme will not be 
abandoned, but official planners now feel 
that a period of about forty years will be 
needed to carry it through, against the 
ten years originally contemplated. 


CANADA 


Governor’s Report Criticized — ‘The 
Governor of the Bank of Canada, Mr 
James Coyne, asserts in his annual report 
that the recent recession in the country 
is attributable to the former degree of 
inflation and excessive expansion in some 
directions. He adds that the inflationary 
bias still persists, despite the present 
decline of activity. ‘The report defends 
the monetary policy pursued by the 
Canadian authorities during the past year 
declaring that this was not “ tight 
money ”’, if that term denoted contraction 
in the money supply; it was ‘“‘ sound 
money ”’, meaning that the money supply 
was allowed to expand only moderately 
from 1955 to August, 1957, and rapidly 
thereafter. "The report argues that undue 
increases in the supply of credit or reduc- 
tion in its cost at the present time would 
merely set the stage for further declines 
in the value of money in the future. 
Conservative ministers in election 
speeches have publicly criticized the 
Governor's remarks. 

More Public Works— The Government 
has outlined plans for countering the 
recession through increased expenditure 
on public works. In all, some $1,185 
millions will be spent in the next twelve 
months. The Labour Minister, Mr 
Starr, has expressed the opinion that the 
unemployment problem had passed its 
peak, the “‘improvement’’ being attribut- 
able to the Government's decision to 
release more money for home building 
and public works. 


CEYLON 


Tea Export Levy—The Government 
has announced that it is imposing a duty 
of 4 cents a pound on exports of tea 
to finance a seven-year scheme to re- 
habilitate and develop the industry. 
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Soviet Credit— Details of the agreement 
signed with Russia under which the 
Soviet Union will provide help to 
Ceylon’s industries show that the 
Russian credit for the purchase of Soviet 
capital goods will have a total value of 
Rs.140 millions, will bear interest at 
24 per cent and be repayable in instal- 
ments over a period of twelve years. Re- 
payments will be made either in Ceylonese 
products or in sterling or other trans- 
ferable currencies. 


CHINA 


Further Trade Relaxation ? — The 
Sino-British ‘Trade Council has stated 
that the recent visit of a Chinese economic 
and technical mission to Britain not only 
enhanced Sino-British goodwill, but also 
laid the foundations for a useful increase 
in trade between the two countries. 
Listing the products and processes in 
which the Chinese were particularly 
interested, the Council points out that 
many of these are still the subject of 
British export embargoes and suggests 
that there is a case for further relaxation 
of these restrictions. 





EGYPT 
Cotton “‘ Devaluation ”—Exporters of 
cotton and other goods have _ been 


encouraged to grant to customers who 
pay in dollars or West European cur- 
rencies a discount of 21 per cent; the 
Egyptian exporters are being reimbursed 
by a corresponding premium on the sale 
of their exchange. 


FRANCE 


*‘ Confidence Restored ”— The Prime 
Minister, M. Gaillard, has asserted that, 
in spite of the world recession, confidence 
has been restored in France, free market 
rates for the franc having recently shown 
a discount of only some 5 per cent 
against the official parity. ‘To assist the 
strengthening of the economy through 
retrenchment, the Government has an- 
nounced plans for cutting official invest- 
ment outlays by 13 per cent, largely at the 
expense of house-building and road con- 
struction. 


Expansion Plans—A report on pros- 
pects for the period 1958-61 drawn up by 
the State Planning Commission suggests 
that by 1961 French production should 
be higher-by as much as 25 per cent than 
it was in 1956, with industrial produc- 
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tion up about a third and agricultural 
output about a fifth. The report argues 
that it should also be possible to count 
upon the emergence of a surplus in the 
country’s external payments by the early 
1960s. 


GERMANY 


Wages Problem—The Miainister for 
Economic Affairs, Professor Erhard, has 
asserted that a new approach to wages 
policy may be needed if the country’s 
competitive strength in world markets 
is not to be jeopardized by the activities 
of the trade unions. He has also expressed 
his opposition to further cuts in working 
hours on the grounds that this would 
seriously hamper the growth of German 
industrial output. He suggested that the 
number of unemployed—which rose to 
1.3 millions at the end of February— 
could be expected to diminish quickly and 
that there might even be a shortage of 
manpower before long. 


Trade Surplus Swells—Germany’s sur- 
plus of exports over imports in February 
rose to £46 millions, the largest favour- 
able balance since May of last year. 
Exports were up by 9 per cent on Feb- 
ruary, 1957, while imports were slightly 
lower. 


GHANA 


Volta Appeal to Ike—The Prime 
Minister, Dr Nkrumah, has disclosed 
that he has made a personal approach to 
President Eisenhower for assistance in 
finding finance for the Volta River 
project. He said that the President had 
offered his good offices in seeking to get 
the project started. In a reference to 
Britain’s high Bank rate, he declared 
that he could not see how the Volta 
project could be carried out entirely from 
sterling funds in present circumstances. 


INDIA 


New Finance Minister—It was an- 
nounced in mid-March that Mr Desai, 
previously Minister of Commerce, had 
been appointed Finance Minister. Mr 
Desai’s place has been taken by the 
Minister of Transport, Mr Shastri. The 
Cabinet has been reorganized to reduce 
its membership to twelve. 


The Budget Deficit—The Budget state- 
ment for 1958-59 presented to Parliament 
at the end of February by Mr Nehru 
(who was then acting as Finance Minister 
following the resignation of Mr Krishna- 
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machari) provides for a deficit of ordinary 
revenue against expenditure of Rs 270 
millions. ‘This allows for tax adjustments 
that are expected to strengthen revenue 
by Rs 58 millions, bringing it up to 
Rs 7,690 millions. Capital expenditure 
in 1958-59 is estimated at Rs 4,120 
millions. Mr Nehru put the total 
economic assistance that India was likely 
to receive from friendly countries during 
the year at Rs 3,250 millions, compared 
with Rs 4,630 millions in 1957-58. The 
Budget exempts foreign citizens from 
payment of the wealth tax introduced in 
the 1957-58 Budget on their foreign 
wealth, even when they are ordinarily 
resident in India. It increases the rate of 
development rebate for ships from 25 to 
40 per cent, and makes adjustments in 
the system for levying supertax on com- 
panies. 

Tax Cuts Ruled Out—In an address to 
the Federation of Indian Chambers of 
Commerce, Mr Nehru ruled out any 
possibility of abatement of taxation. He 
declared that taxation would continue 
to be used to mobilize internal resources 
for the development programme, 95 per 
cent of which the Government intended 
to proceed with in spite of the difficulties 
that had recently been encountered. He 
promised, however, that private capital 
would be given every encouragement 
within the limits imposed by the develop- 
ment programme, and asserted that the 
(sovernment had no intention of using 
the funds of the State - owned life 
assurance corporation for ‘“ backstairs 
nationalization ’’. ‘The corporation’s in- 
vestment policy was designed solely to 
prevent undertakings of national import- 
ance falling into the wrong hands. 


Germans Extend Credits—Recent talks 
with German organizations have resulted 
in arrangements for the deferment of 
repayments of credits granted by Ger- 
many for its exports of capital goods to 
India. Each payment falling due in 
respect of the Rourkela steelworks will be 
postponed for three years. 


ITALY 


Production Up 9°,,— The annual report 
of the Italian General Confederation of 
Industry states that industrial output in- 
creased by almost 9 per cent in real terms 
in 1957, a considerably bigger expansion 
than in the previous twelve months. ‘The 
report expressed considerable misgivings 
about the plan for a European free trade 
area. 
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Elections Next Month— The Chamber 
of Deputies and the Senate have been 
dissolved and new elections will be held 
in May. 


JAPAN 


Curbs to be Eased?—The balance of 
payments has improved somewhat, and 
the authorities have been considering a 
partial reversal of some of the monetary 
and other measures taken in 1957 to curb 
spending abroad. At the end of January, 
official reserves amounted to US $960 
millions, compared with $1,360 millions 
a year before. Of the latest total, some 
$274 millions represented amounts owed 
to Japan by Indonesia, Korea and Argen- 
tina, and these balances are largely frozen. 
Japan’s short-term debts at this time 
amounted to $422 millions. 


Discrimination Threat—One difficulty 
confronting the authorities in their long- 
term efforts is the threat that increased 
exports will be met by some importing 
countries by more discrimination against 
Japanese goods. For this reason, Govern- 
ment agencies are finding it necessary to 
curb the enthusiasm of exporters to 
expand their sales to certain markets, such 
as the United States and Australia. 


MALAYA 


Aid Needed—The Finance Miainister, 
Sir Henry Lee, has stated that Malaya 
may not be able to complete its five-year 
development programme unless external 
assistance is forthcoming. ‘The country 
had encountered financial difficulties as a 
result of the sharp fall in the prices of 
principal Malayan export products and 
the industrial recession in Malaya’s main 
markets. 

Investors’ Charter ? — ‘he Prime 
Minister of Malaya, ‘Tenghu Rahman, 
has suggested that a charter should be 
drawn up by the Economic Commission 
for Asia and the Far East aimed at pro- 
tecting the interests of foreign private 
capital in the region. ‘The aim would be 
to encourage capital exporting countries 
to take a greater interest in the develop- 
ment of this area. ‘The Malayan Govern- 
ment has announced plans to grant free- 
dom from taxation for a period of five 
years to profits earned by new secondary 
industries and to dividends paid by these 
industries. 

External Assets— The Malayan Finance 
Minister has stated that the country 
possesses investments abroad of M $614 















































millions (£72 millions), of which all but 
M$93 millions is in the United King- 
dom. ‘These figures exclude investments 
made abroad by the Malayan Currency 
Commissioners. 


NETHERLANDS 
IMF Credit Cancelled—In view of the 


continuing improvement in external pay- 
ments, the Government has told the 
International Monetary Fund to cancel 
the $69 millions stand-by credit estab- 
lished by the Netherlands last September. 
Commodity Arbitrage Again—The 
Netherlands Bank has indicated that it is 
willing to resume the issue of licences for 
the financing of international commodity 
transactions in convertible currencies, 
but that such transactions must not ex- 
tend over periods of more than four 
months. 


NEW ZEALAND 


No Quick Recovery—The Finance 
Minister, Mr Nordmeyer, has asserted 
that while a business recession is now 
almost inevitable, New Zealand is not 
likely to experience a depression. ‘The 
country was sound in heart, the economy 
was stable and it had a bright future. 
But while he admitted that there had 
been falls in the prices of leading New 
Zealand exports at previous times during 
the post-war period, he stated that this 
time he saw nothing to justify the view 
that the setback was likely to prove as 
temporary as it had on the previous 
occasions. As far as he could see, there 
was no early prospect of an improvement 
in the export earnings of the kind that 
would permit any relaxation of import 
controls. Indeed, it would be unwise to 
imagine that the country could strengthen 
its external reserves during the present 
year even if existing controls were kept 
fully in force. 

The Payments Deficit — Payments 
figures covering the twelve months to 
the end of January show a deficit of 
receipts against payments of £31 millions, 
compared with a surplus of {4 millions 
in the previous twelve months. ‘The 
deterioration was wholly due to the 
increase in import outlays. 


NIGERIA 
Company Tax Cut—In his Budget 
statement for 1958-59, the Finance 
Minister announced his intention to 
reduce the company tax from 9s to 8s 
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in the pound “as an earnest of the 
Government’s intention to do all in its 
power to attract the foreign and other in- 
vestment the country needed ”’. He said 
that it was not proposed to make any 
other major changes in taxation pending 
the report of the Fiscal Commission. 
The Minister stated that Nigeria still 
possessed sterling reserves of the order 
of £200 millions. 

UK Minister’s Visit—Mr J. Vaughan- 
Morgan, Minister of State at the UK 
Board of ‘Trade, has visited the country 
to investigate the causes of the recent 
decline in its imports of British goods. 


NORWAY 


Subsidies Cut—The Budget statement 
for 1958-59 provides for a substantial 
reduction in expenditure on subsidies, 
from Kr 770 millions to Kr 500 millions. 
The other main changes take the form 
of an increase in the petrol duty and some 
modest concessions to individual tax- 
payers. After these adjustments, total 
revenue is put at Kr 5,711 millions and 
expenditure at Kr 5,773 millions. ‘The 
deficit of. Kr 62 millions corresponds to 
the amount that the Government is 
allocating to the Tokke hydro-electric 
scheme, which is being financed by 
borrowing. 


SOUTH AFRICA 


Reserves and Imports—The Finance 
Minister, Mr Naude, has stated that the 
Government does not intend to attempt 
to correct the recent deterioration in the 
country’s balance of payments by tighten- 
ing import controls. He pointed out that 
the fact that reserves had _ recently 
dropped below £90 millions was not 
cause for serious anxiety, as on two 
previous occasions during the post-war 
period they had fallen well below this 
level. He forecast that the reserves 
would turn upwards as soon as saturation 
point for imports was reached. Late in 
March, South Africa secured a credit of 
$25 millions from the _ International 
Monetary Fund, and a further $25 mil- 
lions as a stand-by facility. 

Interest Rates Raised—The Govern- 
ment has taken action in the field of 
monetary policy to help stem the drain 
on reserves. ‘hus the authorities have 
sanctioned a number of increases in 
interest rates during the past few weeks, 
including those applicable to certain bank 
a (but not including Bank rate 
itself). 


















































SOVIET UNION 


£5 mans Orders for Britain—lIt has 
been announced that orders worth more 
than £5 millions sterling have been 
placed with the British consortium formed 
in the middle of 1957 to supply the 
plant and equipment for a tyre factory 
being built at Dnepropetrovsk. It is 
hoped that eventually a total of some 
£134 millions of goods will be ordered in 
Britain in connection with the project. 


Regional Planning Success—Soviet 
industrial experts are reported to be 
firmly of the opinion that the 105 regional 
councils set up as a result of Mr Khrush- 
chev’s reorganization of the machinery of 
economic control in 1957 have already 
proved that they can administer industry 
much more efficiently than the central 
ministries which they replaced. ‘The 
councils are stated to have succeeded in 
the eight or nine months since they came 
into existence in making more efficient 
use of raw materials and industrial equip- 
ment, improving the organization of pro- 
duction, exploiting more fully capital 
investment and _ raising labour pro- 
ductivity. 


SPAIN 


Trade with Britain—Arrangements to 
govern trade and payments between 
Spain and Britain during 1958 were 
agreed with a British delegation in 
Madrid in the second half of February 
after five weeks of discussion. No official 
estimate of the level that trade exchanges 
are likely to reach has been given, but it 
is hoped that the 1957 figure will be 
exceeded. 


SWITZERLAND 


Bank Restrictions Lifted—In view of 
the possibility that the slackening of 
economic activity evident during the past 
few months indicates that the country is 
moving into a business recession, the 
Swiss authorities have agreed with the 
commercial banks that the minimum 
reserve requirements imposed on the 
banks during the recent inflationary 
phase should be discontinued. It has 
been estimated that some SwFrs 178 
millions of frozen balances will thereby 
be released. It has also been agreed to 
suspend the restrictions on _ foreign 
deposits established by gentlemen’s agree- 
ment between the central bank and the 
commercial banks. 
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APPOINTMENTS AND RETIREMENTS 


Anglo-Portuguese Bank— Nir Kkelix Neu- 
bergh, managing director, has been elected 
deputy chairman. 

Bank of Montreal—Head Office, London: 
Mr E. A. Royce, from Head Office, Ottawa, 
to be manager on retirement of Mr A. D. 
Harper. 

Barclays Bank—J/ncome Tax Dept, Oxford: 
Mr P. W. Cavell, from West End, to be 
manager. London—Malden Rd: Mr G. C. 
Colbourne, from Stamford Hill Broadway, 
to be manager; Thornton Heath (The Pond): 
Mr R. J. C. Aldridge, from Camberwell, to 
be manager on retirement of Mr E. H. 
Cooper. Aldeburgh: Mr B. W. Snell, from 
Framlingham, to be manager on retirement 
of Mr H. W. Cullum. Barnet: Mr E. W. 
Flawn, from St Albans, to be manager on 
retirement of Mr N. A. Wilson. Biggleswade : 
Mr T. Pepperell to be manager on retirement 
of Mr W. A. Martin. Canterbury: Mr K. 
Weaver, from Rye, to be manager on retire- 
ment of Mr P. A. L. Maplesden. Chingford 
South: Mr J. M. Farish, from Dagenham 
Dock and Rainham branches, to be manager 
on retirement of Mr H. F. Davies. Dagenham 
Dock and Rainham, Essex: Mr H. E. Paul, 
from Stratford Broadway, to be manager. 
Glastonbury : Mr W. L. Stevens, from Stroud, 
to be manager. Grantham: Mr F. C. 
Mitchell, from Cornmarket St, Oxford, to 
be manager in succession to the late Mr E. C. 
Proctor. Holmes Chapel: Mr W. R. Burgess, 
from Bull Ring, Northwich, to be manager 
on retirement of Mr J. H. Baguley. 
Hongkong and Shanghai Banking Cor- 
poration—Mr R. P. Moodie to be deputy 
chief manager. 

Lloyds Bank—Head Office—Advance Dept: 
Mr S. Reynolds, from Salisbury, to be a 
controller; Mr G. G. Piddocke, from 
training centre, Hindhead, to be an assistant 
controller; Eastern Dept: Mr C. Gardner 
to be chief manager on retirement of Mr 
A. P. Nielsen; Mr R. J. S. Marsh, from 
Chowringhee, to be manager. Executor and 
Trustee Dept—Birmingham: Mr P. N. ®. 
Cuming, from Watford, to be manager on 
retirement of Mr H. A. Mould; Watford: 
Mr C. M. Horne, from Bournemouth, to 
be manager. London—Finsbury Sq: Mr 
R. J. Fincham, now manager, Moorgate, to 
be manager of both branches; Southzwark: 
Mr A. E. Agar, from Finsbury Sq, to be 
manager on retirement of Mr F. H. Stokes; 
Walham Green: Mr 'T. C. Williams, from 
Aldwych, to be manager on retirement of 
Mr H. Osborne. 

Martins Bank—-Mr L. J. Walton to be 
north-eastern district general manager on 
retirement of Mr G. C. Dresser. Head 
Office: Mr A. J. Frost, hitherto manager of 
income tax dept, to be income tax manager 
of the Bank; Mr R. F. C. Durbin to be 


an assistant premises manager. 


. 


London—Coleman St and 
Moorgate: Mr R. F. Gibbs to be assistant 
manager in succession to Mr B. W. VY. 
Tytherleigh; St. Martin’s Lane: Mr F. J. 
Kibble, from Mitcham Lane, to be manager 
on retirement of Mr B. A. Palmer; Mitcham 
Lane: Mr E. F. Clear, from Old Bond St, 
to be manager in succession to Mr F. J, 
Kibble. Bury St. Edmunds: Mr H. J. Lucas, 


from Eye, to be manager on retirement of 


Midland Bank 


Mr B. E. Hewitt. Camborne: Mr F. S. 
Hobbs, from Helston, to be manager in 
succession to Mr R. H. R. ‘Tregunna. 


Eye: Mr F. W. Grice, from Sudbury, Suf- 
folk, to be manager in succession to Mr 
H. J. Lucas. Holyhead: Mr H. Lloyd Ellis, 
from Wrexham, to be manager on retire- 
ment of Mr L. E. Roberts. 

Midland Bank Executor & Trustee Co— 
Mr J. S. S. Ullmer to be an assistant general 
manager. 

National City Bank—Berkeley Sq: Mr 
D. B. Reid to be manager on retirement of 
Mr P. A. James. 

National Provincial Bank—Chief Account- 
ant’s Dept: Mr V. C. 1. Wallace to be an 
assistant chief accountant. Premises Dept: 
Mr G. K. Croft to be an assistant manager. 


Junior Training Centre: Mr T. H. Sutton, 


from Kensington, to be principal, with 
managerial status. Overseas Branch: Mr 
A. G. C. Bingham to be a representative, with 
managerial status. London—Camden Town: 
Mr H. K. Taylor, from Fenchurch St, to be 
manager; Cheapside: Mr G. H. Freeman to 
be manager on retirement of Mr A. C. Cow- 
perthwaite; Cornhill, Prescott’s Office: Mr 
C.D. Letson, from Junior Training Centre, 
to be deputy manager on retirement of 
Mr F. R. J. Pateman; Wardour St: Mr 
G. H. Peirce, from Camden ‘Town, to be 
manager on retirement of Mr D. E. N. 
Powell; Wembley: Mr V._ Ellis, from 
Walthamstow, to be manager on retirement 
of Mr N. S. Hawthorne; Wimbledon Com- 


mon: Mr F. Bourne, from Ebury St, to 
be manager on retirement of Mr E. A. 
Godfrey. Banbury: Mr M. G. Hallett to 


be manager on retirement of Mr D. Hone. 
Westminster Bank—Rt. Hon. the Earl 
of Dudley has retired from the _ board. 
Head Office: Mr G. F. Gregory to be a 
controllers’ assistant; Mr B. B. Summers, 
from Staff Dept, to be a staff controllers’ 
assistant; Mr G. Edwards to be joint 
principal, general clearing dept, on retire- 
ment of Mr R. W. Cranham; Mr W. A. 
Stremes to be joint principal with Mr G. 
Edwards. London—Kilburn: Mr R. W. 
Holt, from Vauxhall Bridge Rd, to be 
manager; Vauxhall Bridge Rd: Mr C. W. 
Thorn, from Victoria St, to be manager; 
Victoria: Mr J. G. McK. Simmons, from 
Lothbury, to be manager on retirement of 


Mr F. W. Fish. 
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BANKING STATISTICS 


Trend of ‘ Risk’’ Assets 


({, millions, except for italicized figures, which show percentage of gross deposits) 











Change Change 
—— 1957 —— —— 1958 —— on latest on 
Feb Dec Jan Keb month year 
Barclays: 
Advances .. 376.1 377.7 376.0 375.1 0.9 - 1.0 
y 4 - 28.1 25.0 25.5 26.6 
Investments 489.5 497.2 497 .3 497.3 7.8 
0 36.5 32.9 33.7 35.2 
Lloyds: 
Advances .. 364.9 341.5 340.9 351.4 10.5 —13.5 
WA - 32.4 27.1 28.1 30.1 
Investments 373.3 372.3 385.5 386.6 1.1 13.3 
yd 33.2 29.5 31.7 33.1 
Midland: 
Advances .. 409 1 398.1 393.2 403.6 10.4 - §.5 
yA a 30.2 26.4 27.1 29.0 
Investments 432.6 453.4 453.6 456.4 2.8 23.8 
y 4 - - 31.9 30.0 CS 32.8 
National Provincial: 
Advances .. 251.4 240.1 238.5 236.8 —- 1.7 14.6 
yA a 34.3 28.9 29.5 31.4 
Investments 221.2 220.1 227.1 225.6 Ron 4.4 
y A - 30.2 26.4 28.1 29.9 
Westminster: 
Advances .. 254.9 248.4 242.3 237.0 - 5.3 —17.9 
A - 31.6 27.9 28.0 28 .6 
Investments 242.4 253.2 263.2 263.2 -— 20.8 
0 30.0 28.5 30.4 31.7 
District: 
Advances .. 68.8 67.8 65.4 66.6 ye — 2.2 
» 4 -s 30.8 26.7 26.5 28.9 
Investments 72.7 76.4 76.2 76.2 —- 3.3 
y 32.5 30.1 30.9 33.0 
Martins: 
Advances .. 86.8 91.9 90.6 96 .4 5.8 9 6 
, 4 a 29.5 \ 7 28.5 32.0 
Investments $9.1 $9.4 $98 $9.8 — 0.7 
yA ea al 3.3 26.7 28.2 29.8 
Eleven Clearing Banks: 
Advances .. ; 1,923.5 1,881.0 1,858.9 1,880.0 21.1 — $3.5 
y 4 - si. aF.t Z7.7 29.4 
Investments 2,011.3 2,048 . 7 2,082.4 2,083.9 oo 72.6 
0 32.5 28.9 31.0 32.6 
Trend of Bank Liquidity* 
1955 1956 1957 1958 
Mar Dec Mar Dec Jan Feb Mar June Dec Jan Feb 
Za Ze /o Yo 7a yj % % % % y// 
Barclays 28:8 37.9 34.5 36.3 36.5 32.7 31.8 31.7 37.7 37.5 36:3 
Lloyds 31.1 34.4 32.3 34.4 33.2 31.0 29.7 32.9 37.3 35.8 33.5 
Midland 30.1 38.2 31.8 41.3 39.5 34.6 34.1 33.8 39.0 38.5 35.1 
National Prov Be.8 2e.f 3h.8 s4.4 31.8 33.2 3.5 MO FS Bee m4 
Westminster . . 29.7 36.3 33.1 37.6 37.9 35.3 34.3 33.0 39.0 37.9 36.8 
District me .m Fm & we 1 ee 2 ee © oe Se ee fF ee Fe 
Martins 28.5 39.8 33.3 42.1 40.9 36.9 36.7 37.5 41.0 39.2 35.0 
All Clearing 
Banks .. 29.9 37.4 33.1 37.4 37.4 33.6 32.6 33.4 38.4 37.8 35.2 


* Cash, call money and bills shown as percentage of gross deposits. 





273 





Banking Trends since World War I* 
Net Liquid Invest- Combined 
Averages Deposits Assets _ Ratiof TDRs ments Advances. Ratiof 
of Months: {mn {mn pA {mn {mn , 4 
1921 1,759 680 38 — 325 833 64 
1922 1,727 658 37 ~- 391 750 64 
1923 1,628 581 35 _ 356 761 67 
1924 1,618 545 33 ~- 341 808 69 
1925 1,610 539 32 ~ 286 856 69 
1926 1,615 532 32 -- 265 892 70 
1927 1,661 553 32 —- 254 928 69 
1928 1,711 584 33 —— 254 948 68 
1929 1,745 568 32 ~- 257 991 69 ) 
1930 1,751 596 33 -- 258 963 68 
1931 1,715 560 32 301 919 69 
1932 1,748 611 34 ~ 348 844 67 
1933 1,909 668 34 537 759 66 
1934 1,834 576 31 - 560 753 70 
1935 1,951 623 31 -—- 615 769 69 
1936 2,088 692 32 ~~ 614 839 68 
1936 2,160 713 32 —— 643 865 68 
1937 2,225 683 30 - 652 954 70 
1938 2,218 672 30 - 637 976 71 
1939 2,181 648 29 608 991 71 
1940 2,419 785 31 73 666 955 65 
1941 2,863 676 23 495 894 858 59 
1942 3,159 712 22 642 1,069 797 57 
1943 3,554 723 20 1,002 1,147 747 52 
1944 4,022 788 19 1,387 1,165 750 46 
1945 4,551 886 19 1,811 1,156 768 41 
1946 4,932 1,280 25 1,492 1,345 888 44 
1947 5,463 1,646 29 1,308 1,474 1,107 46 
1948 5,713 1,703 29 1,284 1,479 1,320 47 
1949 5,772 1,920 32 983 1,505 1,440 49 
1950 5,811 2,345 39 430 1,505 1,603 52 
1951 5,931 2,308 38 247 1,624 1,822 56 
1952 5,856 2,097 34 — 1,983 1,838 62 
1953 6,024 2,201 35 2,163 1,731 62 
1954 6,239 2,190 34 2,321 1,804 64 
1955 6,184 2,098 33 2,149 2,019 65 
1956 6,012 2,218 35 - 1,978 1,897 62 
1957 6,138 2,256 35.1 2,008 1,952 61.6 
1951: 
Oct 5,981 2,423 39.1 177 1,555 1,897 55.7 
Nov 5,973 1,981 32.0 10: 2,033 1,925 64.0 
1956: 
Dec 6,305 2,492 : ae.S 1,980 1,913 58.5 
1957: 
Feb 5,929 2,077 33.6 2,011 1,924 63.6 
Dec 6,516 2,664 * 38.5 - 2,049 1,881 56.7 
1958: 
Jan 6,392 2,563 37.8 --= 2,082 1,859 58.7 
Feb 6,131 2,254 35.2 ~~ 2,083 .9 1,880 62.0 
* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
t Ratios to gross deposits, i.e. including items in course of collection. 
Floating Debt 
Mar 22, Feb 28, Mar 7, Mar 14, Mar 21, 
1957 1958 1958 1958 1958 
Ways and Means Advances: {mn {mn {mn {mn {mn 
Bank of England .. :.5 - ~~ - -_ 
Public Departments 272.1 210.4 219.7 225.6 248.8 
Treasury Bills: 
Tender 2,910.0 3,040.0 3,050.0 3,060.0 3,080.0 
Tap 1,284.4 Looe 1 1,487.6 1,529.9 1,150.3 
4,468 .0 4,787.5 4,757.3 4,815.5 4,839.1 
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1952-53 
1953-54 
1954-55 
1955-56 
1956-57 


1956-57 
April-Jan. . 
February .. 


1957-58 


April-Jan. . 
February .. 


National Savings 


(£mns: Receipts into Exchequer reported during period) 


Savings 

Certi- Defence Savings Premium Total 

ficates Bonds Banks Bonds Small 

(net) (net) (net) (net) 

+-22.8 —-10.7 -131.6 — —119.! 
19.0 + 0.3 — 79.3 — — 60. 

46.0 51.1 — 35.4 — 61. 
19.7 21.5 — 80.4 — — 39. 

-~72.0 ce —20.6 -65.0 + 119.5 
56.5 - 0.9 — 22.4 48.5 61. 

-13.0 — 0.4 -11.4 4.2 29. 

—15.6 —13.5 — 61.1 64.9 — 23. 
0.4 — 3.4 - 4.6 - 7.5 9. 





Total 

Accrued Defence Remain- 
Interest Bond ing In- 
(net) Maturity vested* 

5 88.3 -45.5 6,020.9 
0 88.6 -38.4 6,008 .7 
7 88.8  -28.8 6,126.2 
2 82.7 -50.8 6,123.6 
5 35.5 -38.9 6,124.0 
0 33.7 -36.3 6,194.0 
i) - 1.7 -1.0 6,223.0 
2 35.2 -16.8 6,249.0 
l 4.9 —~ 0.4 6,266.0 


* After taking account of net sales through the Post Office Savings Bank of Government 
securities other than defence bonds. 


Britain’s Gold and Dollar Reserves 
(Millions of US dollars) 
Net Gold and Dollar 
Surplus (-}-) or Deficit (—) 


Years and 
Quarters 


1946 
1947 
1948 
1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1957: 
I 
II 


July. 
August 


September 


October 


November 
December 


lV 


1958: 
January 
February 





With 
EPU* 


~ 13 
22 


With 
Other 
Areas 


791 
— $76 
— 460 
433 
407 
— 406 


144 
112 


Net 


Surplus 


or 
Deficit 


908 


— 4131 
- 1710 
- 1532 


RO5 
O88 
736 
546 
492 
575 
619 
411 


64 
Y 

15 
204 
300 


519 


131 
134 


Financed by: 





Ameri- 


can 

Aid 
682 
1196 
762 
199 
428 
307 
152 
114 
66 
26 


Special 


Payments 


and 
Creditst 
1123 
3513 
805 
168 

45 

— 176 
— 181 
— 181 


Reserves 


at End 


Change of Period 


In 


Reserves 


220 

— 618 
—- 223 
— 168 
1612 
— 965 
— 489 
672 
244 

—~ 642 
13 
140 


76 
172 


- 14 
~ 
~ 
~~ 568 
243 
92 
S85 
423 


131 
135 


2696 
2079 
1856 
1688 
3300 
2335 
1846 
2518 
2762 
2120 
2133 
2273 


2209 
2381 


2367 
2142 
1850 
1850 
2093 
2185 
2273 
2273 


2404 
2539 


* Portion of deficit or surplus settled in gold (in month following each accounting period). 

+ Payments comprised annual service charges on the US and Canadian loans in each 
December from 1951 to 1955, and capital portion in 1956; also, initial payment of $99 mns 
on funding of EPU debt; repayment of $112 mns to IMF in 1954; further $7 mns on 
EPU funding in July, 1956; and $14 mns to IFC in August, 1956. Quarterly instalments 
on Canadian post-war loan and monthly payments to EPU creditors not deducted. Credits 
comprised $4,909 mns in 1946 from US and Canadian loans; $420 mns from IMF in 1947-49; 
$325 mns from S. African gold loan of 1948; $177 mns from sale of Trinidad oil company 


in September; $30 mns from sale of US Govt bonds in November; 


$561 mns from IMF 


drawing in December, 1956; $59 mns from India’s drawing on IMF in February, $68 mns 
in March, $73 mns in June, and $250 mns from Ex-Im in October, 1957. 

+ Annual payment to Germany on EPU debt; German, deposit of £75 mns for prepay- 
ment of debt to Britain, spread through July, August and September, is not shown as 
special credit. 
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This is the buoy for “ Shoals 
ahead ”’ and the flag for “* I require 
assistance.’ It is an apt illustration 
of the predicament confronting the 
banker asked to advise on a 
bequest for seamen’s welfare. There 
are shoals of excellent societies to choose from; he needs help. A legacy to 
King George’s Fund for Sailors solves the problem admirably. More than 
120 welfare and benevolent societies covering the Royal Navy, Merchant 
Navy and Fishing Fleets are financed wholly or partly by this central fund 
for all sea services. Will you please advise your clients accordingly ? 


King George’s Fund for Sailors 


| Chesham Street, London, S.W.1 SLOane 0331 (5 lines) 


















World-wide Banking Services 


rit SUMITOMO BANK, 


(Incorporated in Japan) 





HEAD OFFICE: OSAKA, JAPAN 


137 branches in key cities 
throughout Japan 
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seasee te ere f= LONDON BRANCH: 
ppg yl ts Wane ley © BUCKLERSBURY HOUSE, 
> ne 3 QUEEN VICTORIA STREET, 
LONDON, E.C.4 





as OVERSEAS OFFICES: 
Affiliated Bank : NEW YORK AGENCY 


THE SUMITOMO BANK (CALIFORNIA) KARACHI REPRESENTATIVE 
Head Office: 440 Montgomery Street, Branches: LOS ANGELES OFFICE 
SAN FRANCISCO 4, Calif., U.S.A. SACRAMENTO 
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THE HONGKONG AND SHANGHAI 
BANKING CORPORATION 











A Satisfactory Year, But Immediate Outlook Uncertain 








The Hongkong and Shanghai Banking 
Corporation was held on March 14 at the 
Head Office in Hong Kong. 

Mr. C. Blaker, M.C., E.D., the Chairman, 
presided and, in the course of his speech, said: 
The profit for the year amounts to $21,035,543, 
which is an increase of $400,000 over last year’s 
figure. It is proposed that a sum of $4,000,000 
should again be written off Bank Premises and, 
after allowing for this transfer and the interim 
dividend of {2 per share, the directors recom- 
mend the payment of a final dividend of 
£1 12s. 6d. per share, leaving a balance of just 
over $2,000,000 to be carried forward. 

On the whole we can look back on a satis- 
factory year, but, as shareholders will see from 
the printed Statement, economic conditions in 
many eastern territories have been unfavourable 
and the immediate outlook can only be regarded 
as uncertain. It remains to be seen whether 
the coming year will prove as profitable as the 
last. 

The Report and Accounts were adopted. 


Tt Ordinary Yearly General Meeting of 












































Chairman’s Statement 

The following is extract from the Chair- 
man’s printed statement: 

During the past year there was very little 
improvement in international relations through- 
out the world. The outstanding problems in 
the Middle East seemed no nearer solution and, 
in spite of discussions on disarmament and 
proposals for high level talks, the main issues 
between the two sides still remained unresolved. 

The economic picture has been somewhat 
mixed and it is not clear whether in 1958 the 
danger most to be guarded against is rising 
costs or falling production; whether, in fact, 
the inflationary tendencies that have been so 
much a feature of the post-war era are still 
growing or whether a period of deflation is about 
to set in. Whatever the future may hold,,the 
present situation, with the increasing cost of 
manufactured goods and a considerable drop in 
commodity prices, has pressed heavily on the 
balance of payments of the eastern countries 
in which we operate and this must inevitably 
slow up their progress. 

During the year many currencies suffered a 
period of considerable strain. Sterling once 
again had to bear the brunt of the speculative 
pressure and in September the bank rate was 
raised to 7 per cent., the highest since 1921, 
with restrictions on both bank advances and 
expenditure by local authorities. ‘These meas- 
ures halted the drain on the sterling area 
reserves and as a result the short-term position 
has greatly improved, but judgment must be 
deferred as to whether or not the over-riding 
problem of keeping British costs in line with 
those of her competitors has been solved. 


XXXIV 


These recurring currency crises have evoked 
serious consideration as to whether it is advan- 
tageous to the United Kingdom to maintain 
sterling as an international currency. From 
the point of view of a bank such as ours, mainly 
concerned with the financing of international 
trade, any suggestion that sterling should 
abrogate the role it has held for so long can 
only be viewed with apprehension. Notwith- 
standing periods of distrust from time to time 
in recent years, no currency has yet been found 
able to take the place of sterling and it is difficult 
to see how the multitude of transactions which 
make up the settlement of trade in our particular 
area alone could be cleared without the facilities 
sterling and the City of London provide. 

The common market, composed of France, 
Western Germany, Italy and the Benelux coun- 
tries, officially came into being on January 1, 
1958, but the wider free trade area, which is 
to be established around these countries and 
which is intended to comprise most of Europe 
as well, has still many bridges to cross. 


Asia 

The political situation in the Far East shows 
little outward change. Many outstanding prob- 
lems still remain unsolved, but while it would 
be unwise to be complacent at a state of affairs 
with so many explosive possibilities, the fact 
that local disturbances have not spread gives 
ground for satisfaction. Deterioration in the 
terms of trade, which has resulted in a general 
fall in the foreign exchange reserves of most 
countries in the area, is the most disturbing 
economic feature. It is unfortunate that this 
state of affairs should have occurred at a time 
when most of the various development pro- 
grammes require outside capital, the demand 
for which throughout the world is so active. 
Actually considerable amounts of capital have 
been granted to the area during the past year 
through such media as the International Bank, 
various United States agencies and the Colombo 
Plan, but there are signs that these supplies 
are not unlimited. It would therefore seem to 
be necessary to attract to a greater extent the 
flow of private capital, but Asian countries 
should not forget that there is already con- 
siderable competition from other areas for what 
is available. Foreign capital has in the past 
done much to assist the industrialisation of 
many countries and continues today to increase 
the productivity of those that are most advanced. 
It is now being more generally realised that 
foreign investment is not necessarily tarred with 
the colonial brush, but recent events in In- 
donesia have shown the disrupting effects that 
extreme nationalism can have on a _ nations 
economy. 

The statement then reviewed in detail the 
conditions in the territories in which the Bank 
has interests. 
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THE CHARTERED BANK 








Improved Earnings 





eteegunnorsa of Eastern Bank 





Mr. V. A. : iaaineiad s Statement 





HE 104th Annual General Meeting of 
The Chartered Bank will be held on 


April 2 at 38 Bishopsgate, London, E.C.2. 

The following is an extract from the state- 

ment by the Chairman, Mr. V. A. Grantham, 

which has been circulated with the report and 
accounts for the year 1957:— 


The Bank’s Balance Sheet 


During the year we acquired by an exchange 
of shares the entire share capital of the Eastern 
Bank Ltd., and for cash the business which 
the lonian Bank Ltd. conducted in Cyprus, and 
there are consequential changes both in our 
Balance Sheet and in the Consolidated Balance 
Sheet. 

Our own Balance Sheet indicates the con- 

tinued expansion of the Bank’s business and 
reveals a high degree of liquidity. The total 
at £231,622,655 is the highest we have ever 
recorded, being some £8,600,000 up on last 
vear’s figure. 
' The Consolidated Balance Sheet includes 
the figures of all our wholly-owned subsidiaries 
and the inclusion of the Eastern Bank Ltd.’s 
figures brings the total up to £271,898,015. 


Consolidated Profit and Loss Account 


I am glad to say that our earnings have 
improved. The results of the Eastern Bank 
Ltd., and of our new acquisitions in Cyprus 
and Pakistan, are included for the first time in 
our figures. 

The Bank paid an interim dividend in 
September last of 75°, less Income Tax, 
absorbing £189,750, and it is now proposed 
that out of the balance available a final dividend 
of 75° be paid, costing £189,750, making a 
total ‘distribution of 15° 

The dividends cost more because of the new 
issue of capital we made last year, but are more 
than compensated for by the increase in profits. 

We have allocated £250,000 to Bank Premises 
and Furniture and £125,000 and £20,000 
respectively to the Pension Fund and Widows’ 
and Orphans’ Fund. We have transferred 
{220,000 to Reserves for Contingencies and 
the balance carried forward is £438,458. 

Transfers to Bank Premises and Contin- 
gencies include this year those made in con- 
nection with the Eastern Bank Ltd. 

For us, this year is one of consolidation, and 
in view of the unsettled condition of the world 
in general it is wise that we should continue to 
build up the strength of the Bank. 


The Eastern Bank Ltd. 


On July 12 last [| communicated to the 
stockholders the terms and conditions of an 
offer made by The Chartered Bank to acquire 
the whole of the issued share capital of the 
Eastern Bank Ltd. The response to the offer 
was highly satisfactory and the holders of 
approximately 96%, of the share capital of the 
Eastern Bank Ltd. accepted our proposals. 
Early in December we invoked the provisions 
of Section 209 of the Companies Act, 1948, to 
acquire the unassented shares and we now own 
the whole of the issued capital of the Eastern 
Bank Ltd. ‘To complete the operation we 
issued, as fully paid, new stock in The Char- 
tered Bank to the extent of £900,000 and 
thereby increased our paid-up capital to 
£,4,400,000. Since the offer closed on August 21 
last the operations of the two banks have been 
progressively co-ordinated. 


Oversea Survey 


During 1957 there was no important change 
in what may be called the strategic disposition 
of the countries served by the Bank. Pakistan 
and Iraq continued to adhere to the Baghdad 
Pact, while India remained the leader of the 
neutralist powers. ‘The People’s Republic of 
China pursued a policy of non-intervention in 
the Far East and its leaders appeared to be 
preoccupied with domestic affairs, notably in the 
fields of industrial development and _ social 
reform. All the uncommitted Asian countries 
are clearly anxious to avoid embroilment with 
either of the two major power blocs based upon 
Washington and Moscow and it is evident that 
throughout the continent nationalism remains 
the most powerful political force. 


Conclusion 


When addressing the stockholders in past 
vears I have remarked more than once that 
The Chartered Bank has given many hostages 
to fortune, but the success with which the 
affairs of the Bank have been conducted since 
the end of the war and the way in which 
the technique of management has been adapted 
to meet revolutionised economic situations 
resulting from changes of sovereignty and other 
political upheavals encourage me to continue to 
view with confidence the future of British 
~—— in the East. 


Copies of the full text ny the statement will be sent on application 
to the Secretary of the Bank at 38 Bishopsgate, London, E.C.2. 
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BANK OF LONDON AND SOUTH AMERICA 











Sir George Bolton’s Statement 





of London and South America Limited 
will be held on April 1 in London. 

The following are extracts from the state- 
ment by the Chairman, Sir George L. F. 
Bolton, K.C.M.G., for the year 1957:— 

The dominant features of the world economic 
situation during the past year have been (a) the 
failure of the United States economy to resume 
its expansion; (b) the fall in commodity prices; 
(c) the reduction of international liquidity 
following the sterilization of the inflow of gold 
and foreign exchange into Germany and the 
U.S.A.; and (d) in general a lessening of the 
inflationary influences which have been preva- 
lent in the last twenty years. It is against this 
background that my review of events in the 
countries where our Bank is established must 
be set. Disinflationary conditions have un- 
welcome implications for the primary producing 
regions of the globe. 

My predecessor frequently stressed the 1im- 
portance of commodity prices and foreign 
capital in the development of Latin America. 
It is through the operation of these two factors 
that the economies of the republics are vul- 
nerable to changes in the level of activity in 
the great industrial centres of the world. ‘The 
progress in industrialization in the twenty 
republics achieved in recent years has altered 
the nature rather than the degree of their 
dependence on the outside world, and it 1s the 
more developed countries such as Argentina 
and Brazil that face the most difficult problems 
of adjustment to a stationary or falling foreign 
exchange income and have the greatest need of 
an uninterrupted flow of foreign capital. 


“Toor annual general meeting of the Bank 


Trade and Price Trends 

At their present lower levels many of these 
commodity prices may still be remunerative to 
the most efficient producers, but the important 
point for the exporting countries—and Latin 
America is not, of course, alone in this respect 
—is the extent to which they have fallen Roms 
the levels to which domestic budgets, foreign 
exchange reserves and investment programgnes 
were geared. ‘To put into perspective the effect 
on the Latin American republics of the fall in 
commodity prices in 1957 it must be seen 
against the background of trends in the past 
seven or eight years. ‘Taken in conjunction 
with the more persistent advance in the price 
of manufactured goods over this period, the 
result has been that the terms of trade for 
Latin America as a whole have suffered a 
deterioration of perhaps more than 15 per cent. 
in comparison with 1950. 

This generalization conceals, of course, wide 
differences between the different countries of 
the region; but it does help to explain why the 
problems of many Latin American countries 
have become more acute in this period, why 
they have become more aware of the need for 
foreign capital, and why they look with appre- 
hension on any developments in the outside 
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world that may lead to a further deterioration 
in their trading position. 


European Common Market 

The future trend of commodity prices and 
their probable effect on the Latin American 
countries’ capacity to import are matters of 
concern. Efforts to establish closer economic 
ties and the project for a regional common 
market were given a spur by the conclusion of 
the Treaty establishing the European Common 
Market. 

In principle, the establishment of a large 
economic unit with increased possibilities of 
industrial production does not conflict with 
Latin American interests. The chief danger is 
seen in the association of the overseas territories 
with the Common Market and the high common 
tariffs fixed against imports of certain tropical 
agricultural products from outside countries, 
The result might, it is feared, be the diversion 
of European trade and investment away from 
Latin America to Africa. 

The most decisive factor will be the spirit in 
which the Common Market Treaty is imple- 
mented. An important consideration for West- 
ern Europe is that, while the political future of 
much of Africa is fraught with uncertainty, 
[Latin America remains, by history, culture and 
conviction, an integral part of the Western 
world. 

Profit and Loss Account 

It will be evident from the profit of £682,559 
that your Bank has had another exceptionally 
successful year. ‘The rise in interest rates both 
in London and New York has benefited us, 
but it is equally true that our Branches’ active 
and skilled participation in all spheres of banking 
activity in Latin America has contributed sub- 
stantially to this satisfactory result. The 
economy of certain countries where we are 
established could perhaps be rather more stable, 
but while every precaution is taken to ensure 
that no undue risks are assumed, equally no 
opportunity is lost of serving our customers to 
our mutual advantage. I am happy to add 
that many years have passed since the situation 
of profits remittances has caused so little 
concern. 

Nevertheless, neither the prospects of world 
trade nor the balance of payments position in 
some of our countries are altogether encourag- 
ing, and it would be imprudent to make any 
forecast of the results for 1958. Consequently, 
your Board recommends payment of a final 
dividend of 5 per cent., thus together with the 
interim dividend of 4 per cent. paid last 
October repeating the distribution of 9 perf 
cent. for the year. This final dividend together 
with the interim dividend would absorb 4 
total of £261,337, and after appropriating 
£169,276 for compulsory Legal Reserves in 
South America, the Contingency Reserve 5s 
increased by £250,000, leaving the balance to 
be carried forward in Profit and Loss Accounts 
£1,946 higher at £213,254. 
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MERCANTILE BANK LIMITED 








Continued Progress 


Sir Kenneth W. Mealing’s Statement 


HE 65th annual general meeting of the 
Mercantile Bank Limited will be held on 
April 1 in London. 

The following is an extract from the state- 
ment by the Chairman, Sir Kenneth W. 
Mealing :— 

Foreign exchange shortages, restrictions on 
imports and exports in some territories where 
the Bank operates have tended to restrict 
business, and made trading conditions difficult, 
but nevertheless, the trading profit was larger 
than the previous year. ‘The Balance Sheet 
total, excluding the capitalization of Reserves 
mentioned above, is unchanged at £75 million. 
Deposits are lower by £1 million, whilst on 
the Assets side there is an increase of over 
{5 million in cash. Investments are lower by 
nearly £3 million, Bills Receivable by over 
{2 million and Loans and Advances are prac- 
tically unchanged. ‘The profit for the year 
1957 is shown at £331,243, after making 
transfers to the Inner Reserves, which permits 
a larger distribution to members. In August, 
1957, your Directors declared an interim divi- 
dend of 123 per cent. on the then paid-up 
capital and they recommend a final dividend of 
6{ per cent. on the increased capital. From 
the balance the usual allocation has been made 
to the Officers’ Pension Fund, whilst the sum 
of £100,000 has been transferred to the Reserve 
Fund which now stands at £2,100,000, leaving 
the balance carried forward at £231,452 against 
{224,521 brought forward from the previous 
year. 


India 

The year was an important one for India. 
Progress in the second Five-Year Plan was 
made in many directions, but the vast financial 
implications and the difficulty in obtaining 
overseas aid to fill the gap between India’s 
external financial resources and the necessary 
expenditure became evident. 

Nevertheless, India is struggling, with and 
through its high Five-Year Plan target, to 
improve the standard of living of its vast 
population and there is no doubt this endeavour 
is meeting with some success. ‘The General 
Election confirmed India’s adherence to demo- 
cracy for the ensuing five years under the 
guidance of Prime Minister Pandit Jawaharlal 
Nehru, and the influence of this throughout the 
whole of south-east Asia is of primary import- 
ance to the entire free world. 


Pakistan 
The industrialization of Pakistan continues 
to expand. On the other hand, agricultural 


development is not reveiving the expansion 
essential to the country and Pakistan continues 
to be dependent on large food imports. 


It is 
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to be hoped that profitable revenue from the 
many industrial enterprises created in recent 
years will soon come to the assistance of the 
economy which at present is so largely de- 
pendent on foreign aid. 


Federation of Malaya 


The rubber and tin industries continue to be 
the main support of the national economy. 
Rubber cultivation covers 34 million acres or 
some 65 per cent. of the total cultivated area, 
the export earnings of rubber produce 60 per 
cent. of total earnings and 25 per cent. of the 
employment of the people. ‘The tin industry 
provides some 20 per cent. to 25 per cent. of 
export earnings. The price of both these 
products had declined substantially during 1957 
and it is important that the development of 
other industrial and agricultural projects should 
take place to render the economy more viable. 
Indeed, many new industries are coming into 
existence: ten large factories are to be con- 
structed to produce chemicals, cables, rubber 
products, tobacco and matches, and many 
smaller factories are also under consideration. 


Hong Kong 

Great progress has been made in establishing 
Hong Kong as a manufacturing centre, both as 
to quantity and quality of goods, and exports 
of Hong Kong products reached a value of 
nearly $794 million in 1957. There has been a 
boom in building development with consequent 
high prices for land, but money has become 
dear as a result of the raising of Bank rate and 
this has been reflected in depressed prices on 
the Stock Exchange. 


Japan 

The prosperity and expansion which Japan 
enjoyed in 1956 received a severe check in 
1957. The pace of expansion had become too 
great and the cost of imports rose out of pro- 
portion to the value of exports, so that an 
adverse balance of trade and shrinkage of 
foreign exchange began to put a severe strain 
on the country’s economy. In an endeavour 
to improve matters the Bank of Japan raised 
its rediscount rate in March and again in May 
to 8.395 per cent. In addition to this tight- 
money policy, the Government issued direc- 
tives to private enterprise to restrict non-urgent 
investment such as house building, and took 
steps to curb imports. As a result, cuts in 
production are the order of the day until the 
Government considers that the situation justifies 
an easing of the present tight-money policy. 
There are indications that these steps are taking 
effect and improving the balance of payments 
equilibrium. 








ARAB BANK LIMITED 








Bank Limited was held in Amman on 

March 18, 1958. The following is an 
extract from the report of the Board of Directors 
for the year ended December 31, 1957. 

The twenty-eighth annual statement once 
again illustrates the steady progress of the Bank 
and shows all items at a new high level. This 
is mainly due to the support of the Arab nation, 
the co-operation of our customers and corre- 
spondents, and the good reputation which the 
Bank enjoys both in the Arab world and abroad. 

The principal changes in the Balance Sheet 
this year were reflected in’ the Bank’s gross 
income, which totalled J.D. 2,757,196, as against 
J.D. 2,047,876 the previous year. The year’s 
operations have resulted in a net profit of 
J.D. 619,241 after providing J.D. 2,137,955 for 
taxes paid to the governments of the Arab 
countries in which the Bank functions, expenses, 
salaries, sums written off for depreciation, 
transfers to reserves and J.D. 25,313 appor- 
tioned to the Staff Pension and Provident Fund. 

Your Board of Directors recommend to the 
General Assembly the allocation of J.D. 390,000 
as dividends. 

During the year Assets increased by J.D. 
14,783,285 (24 per cent.) to a total of J.D. 
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75,713,742. Deposits at the end of 1957 
amounted to J.D. 41,580,275, as compared 


with J.D. 35,242,211 a year earlier. 

Cash in Hand and at the Banks amounted to 
J.D. 18,283,782, an advance of J.D. 662,236 
over the previous year’s figure of J.D. 
17,621,546. The ratio of cash to deposits is 
44 per cent. In maintaining this high degree of 
liquidity the Bank adheres to its policy of 


meet all 


holding cash to 
eventualities at any time. 

In the aggregate, the Bank’s loans to customers 
increased to J.D. 23,736,807, as compared with 


caution, namely, 


J.D. 17,475,180 a year earlier. Bills discounted 
increased from J.D. 3,386,340 in 1956 to J.D. 
4,628,236. 

The balance of Documentary Credits and 
Guarantees for the year was J.D. 26,357,040, 
The total figure for the preceding year was 
J.D. 20,542,875. 

The value of the Documentary Credits 
opened by the Arab Bank during 1957 for im- 
port and export was about sixty million Jordan 
Dinars (forty-four millions for import, and six- 
teen millions for export). The value of Docu- 
mentary Bills for Collection received from our 
correspondents increased from about J.D. 11 
millions in 1956 to over J.D. 13 millions in 
1957. 

The Arab Bank branch at Doha (Qatar) was 
opened for business on June 18, 1957. The 
Aden and Tripoli (Libya) branches will be 
opened early in 1958. The Tunisian Govern- 
ment have approved the opening of a branch 
of the Arab Bank in Tunisia; and the competent 
authorities in Morocco have been approached 
about the establiskment of a branch of the Arab 
Bank in that country. 

In conclusion the Board of Directors wish 
to thank all the customers and correspondents 
of the Arab Bank in all the Arab countries 
and abroad, whose encouragement and support 
have led to these good results and helped the 
Arab Bank to increase its services to Arab 
economy. 

The report was adopted. 





BALANCE SHEET 
ASSETS 
Cash in Hand and at Banks 
Securities (Market price). . 


Bills Discounted 
Loans to Customers 


Furniture (at cost, less amounts written off ) 
Other Assets Py - ie we 7 


LIABILITIES 


Deposits and other Accounts 
Bills Payable 


Other Liabilities 
Authorised and Fully Paid Capital: 
37,500 Founders’ Shares at J.D. 8 
337,500 Ordinary Shares at J.D. 8 


Reserve Fund 
Special Reserve (inc luding premium on net shares) 


Balance of Profit and Loss Account 


Abdul Hameed Shoman 
Chairman, Board of Directors 





ARAB BANK LIMITED 


(To the nearest ¥#.D. (Jordan Dinar)) 


Customers’ Liability on Guarantees and C redits (per Contra) 
Bank Premises and Sites (at cost, less amounts written off) , 


Guarantees and Credits on Account of Customers (per Contra) 


AS AT 3ist DECEMBER, 1957 
1957 1956 
J.D. .D. 
18,283,782 17,621,546 
433,192 404,668 
4,628,236 3,386,340 
23,736,807 17,475,180 
26,357,040 20 542,875 
950,175 850,531 
246,536 233,720 
1,077,974 415,597 
75,713,742 60,930,457 
1957 1956 
J.D. J.D. 
41,580,275 35,242,211 
1,096,663 514,898 
26,357,040 20,542,875 
ice 460,523 473,361 
J.D. 
300,000 
2,700,000 
3 .000, 000 
1,000,000 
1,600,000 
—— 5,600,000 3,800,000 
619,241 357,112, 
75, 71. 3 742 60," 930,457 
Abdul Majeed Shoman 
‘ Member, Board of Directors 


= {1 sterling 
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NATIONAL OVERSEAS AND GRINDLAYS 





BANK, LIMITED 





Fusion Smoothly Accomplished 





Mr. J. K. Michie’s Statement 





Overseas and Grindlays Bank Limited 
was held on April 1 in London. 

The following is an extract from the circulated 
statement of the chairman, Mr. J. K. Michie: 

The physical amalgamation of the National 
Bank of India Ltd. and Grindlavs Bank Ltd. 
into the National Overseas and Grindlays Bank 
Ltd. took effect from January 1, 1958, so, while 
this is the first report to the shareholders under 
the new name, the accounts for 1957 perforce 
are presented in the previous form. 

Despite the enormous amount of detailed 
work involved, thanks to the organising ability 
of those specially seconded to the task and to the 
co-operation of the staffs of both Banks, the 
fusion was accomplished wonderfully smoothly 
and I hope without inconvenience to our cus- 
tomers. In a complex operation of this kind to 
foresee and anticipate every difficulty would be 
superhuman, but I am satisfied that any out- 
standing problems will be disposed of with the 
sympathy and understanding which were the 
keynotes of the whole operation. 

We have established a 54 Parliament Street 
Committee of five members, all of whom were 
on the Board of Grindlays Bank Ltd. This 
Committee will assist the Management to deal 
expeditiously with the large number of accounts 
which they hold and so maintain the very high 
standard of service associated with the name 
Grindlays. 


| To annual general meeting of the National 


Profit and Dividends 


Turning to figures, the total of our Con- 
solidated Balance-Sheet at {162,105,220 shows 
a small reduction and our net profit is £5,345 
lower at £427,490. As usual, this figure is 
arrived at after full provision for taxation, for 
bad and doubtful debts and other necessary 
reservations. ‘Two interim dividends, each of 
7} per cent., have been declared, making a total 
unchanged distribution of 15 per cent. 

During 1957 Government securities again fell 
considerably in value—a process which for- 
tunately has recently been reversed—but I am 
glad to be able to report that these temporary 
reductions in value as in the past have been 
provided against internally. 

INDIA :—1957 was a difficult year and at the 
moment prospects for 1958 promise little, if any, 
alleviation of her financial problems; in fact, 
due to a poor monsoon, the food situation is 
less favourable than in recent years and that 
means more imports and a greater drain on 
monetary reserves. 

When a country is in process of an industrial 
expansion at a rate far in excess of its own 
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savings this, combined with a fall in the values .f 
its basic exports, i.e. Jute products, Tea, and 
Cotton Goods, is doubly hurtful. The new 
investments absorb sterling balances which 
previously yielded interest; alternatively they 
are being built with the help of borrowed 
money on which in some form or another and 
at some time or other interest will have to be 
paid. ‘Therefore temporarily there is a large 
element of inflation in the phase through which 
India is passing. 

Internally money is tight and too cheap and 
Government have asked Banks to reduce their 
lendings. This process would be easier if 
Government itself paid its dues somewhat more 
promptly and recognised that money too Is a 
commodity which should only be cheap if it is 
plentiful. 

PAKISTAN :—The economy of Pakistan is 
also under strain. The year 1957 ended with a 
deficit of over £19,000,000 in the balance of 
payments, as compared with £675,000 in 1956. 

Internally money is in fair supply in Pakistan, 
but as is now much more generally realised 
it is trade balances and external reserves 
that really matter and Pakistan has a stern fight 
ahead of her. Nevertheless, prospects for 1958 
are more favourable, but much depends on food 
production and the slowing down of purchases 
of capital goods from overseas. 

EAST AFRICA:—During the past year 
Branches were opened at River Road, Nairobi, 
and at Culu in Uganda. In Kenya, Fort Hall, 
which had formerly been a sub-Branch to Thika, 
became a full-time Branch on July 1, 1957, 
and on that date a sub-Branch to Fort Hall was 
opened at Embu. In the same month a sub- 
Branch to Nyeri was opened at Karatina. 


The Outlook 


The reduction of the Bank of England Rate 
to 5 per cent. in February, 1957, proved to be an 
over-optimistic step and on September 19 last 
circumstances demanded that it be again raised, 
this time drastically to 7 per cent. This 
unpalatable medicine seems to be working, 
although the Governor of the Bank of England 
has just warned us against being too complacent 
about our progress. There is indeed no panacea 
in monetary policies by themselves. If they have 
the desired effects of making us as a country not 
only tighten our belts but also gird up our loins, 
then all will be well—otherwise no. 

It is impossible to foresee other than a diffh- 
cult year for commerce, industry, and their hand- 
maiden, banking, but that is no justification for 
pessimism and I look forward, albeit not 
immediately, to a resumption of progress. 
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With a Monroe 8N-213 you get all the advantages of a fully automatic 
adding-calculator. Drudgery disappears from routine figure work and even the g 
most complex calculations become merely a matter of feeding figures and pressing st 
easy-to-select keys. Exclusive Monrb-Matic features mean that there is less to 
remember, less to do, less possibility of human error. Here is a machine that e 


cuts costs and saves time in every department where figure work counts. 


S al 


Monroe Calculators range from simple hand-operated models 
to the world’s most advanced machines. With Monroe you 
can bank on the best advice on choosing and using your th 


machine and the most efficient and reliable after-sales service. 


< 
O 
Z 
ye 
© 
aa 


mi 
las 
For further particulars, please write or telephor< : of 
MONROE CALCULATING MACHINE COMPANY LIMITEP an 
BUSH HOUSE, LONDON W.C.2. COVent Garden 0211 tre 
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HOOVER LIMITED 





A Successful Year 





HE Annual General Meeting of Hoover 

Limited was held on March 31 at Perivale. 

Mr. S. Roberts, Managing Director, 
presided. 

The following is an extract from the ‘‘ Annual 
Review "’ :— 

In spite of all difficulties we have had a most 
successful year. ‘Turnover of our British Com- 
panies has increased by 13 per cent and this, 
coupled with efforts to improve efficiency, has 
increased our net profit from £2,790,000 to 
£3,757,000, the third highest in the Company’s 
history. 

It has always been our policy to sell high- 
quality products’at the lowest possible prices. 
To illustrate this, the price of our major model 
cleaner was £23 2s. Od. before the war, and is 
now £30 2s. 6d., an increase of only 30 per cent. 
During this same period materials have increas- 
ed by 204 per cent and wages by 194 per cent. 
Ve have absorbed these increased costs by 
greater efficiency and increased volume. 

In doing this we believe we have served the 
best interests of industry and the country, yet in 
the midst of aur striving to keep prices steady, 


Sales of cleaners have continued at a very 
satisfactory level and there is still room for 
considerable development of the market. 
Ownership of steam irons has been rising 
steadily and we are sure that sales will accel- 
erate as the advantages become more widely 
known. 

We have made further intensive efforts to 
increase our export trade, and although our 
shipments from the United Kingdom show very 
little change over those of 1956, the overall 
export sales, including the turnover of our 
manufacturing units overseas, show an increase 
of 4 per cent. 

The policy of establishing manufacturing 
units in countries with restrictive import con- 
ditions but a good potential market has resulted 
in a reduction of exports from the United 
Kingdom, although the overall sales in these 
countries have, of course, been considerably 
increased. 

It is likely that we shall find it necessary to 
extend this policy further in order to exploit 
the possibilities in other countries in which 
importation 1s still difficult or where tariffs are 
prohibitively high. 









With the rising standards of living in the 
majority of countries, sales of domestic pro- 
ducts, one of the visible signs of these higher 
standards, are increasing rapidly. We believe 
that the new Hoovermatic washing machine, 
which is to be launehed on the export market 
in the early months of 1958, together with our 
high-quality vacuum cleaners, which are con- 
stantly being improved in design and _ per- 
formance, will enable us to enlarge still further 
our share of these important markets. 


we are assailed from time to time by increases 
in purchase tax which automatically nullify our 
efforts. 






























Domestic Appliance Industry 

The domestic appliance industry is an ex- 
panding one, and its growth has been pro- 
nounced despite legislative measures directed 
towards restriction. Admittedly, the economy 
must be geared to available resources, but it 
does seem absurd that an industry which con- 
tributes so much towards easing the burden of 
housework, especially for married women who 
go out to work, should always be among the 
first to bear the brunt of attack on consumer 
spending. 

In our export markets we have made great 
efforts to increase our business. Our dollar 
earnings have again been most satisfactory, 
totalling no less than 3,084,722 dollars. We 
are still responsible for around 70 per cent of 
the total U.K. exports of vacuum cleaners and 
washing machines. 

We now employ 16,500 people, of whom 
nearly 5,000 are employed overseas. 


New Factories 


With the tremendous expansion that has 
taken place in the Company’s activities the 
problem of providing office and factory space 
has become more acute. We have therefore 
acquired under long lease two factories—one 
at Perivale of some 110,000 sq. ft., and the 
other at Dowlais of 108,000 sq. ft. 

It has always been the Company’s policy to 
plough back a substantial part of its profits and 
expand out of its own resources. This policy 
is justified more than ever in these days of 
credit restrictions when so many are finding it 
difficult to finance current business, let alone 
expansion. ‘This Company has new projects 
under development and will need all its re- 
sources to bring them to fruition. 

We know that 1958 will be a difficult year, 
particularly in the export field. We know it 
will be increasingly difficult at home unless we 
obtain some easement of government restric- 
tions, but we are well equipped to take 
advantage of any improvement in economic 
conditions. We have improved our range of 
products and we shall do our best to give a 
good account of ourselves. 





The dominating feature of the year has been 
the introduction of the new Hoovermatic 
Washing Machine. The machine contains a 
number of exclusive features, both of styling 
and efficiency. We feel confident that future 
sales of the machine will be of a high order. 


lt was anticipated that the washing machine 
market would develop at a rapid rate. The 
‘ast ten years have seen a rise from an ownership 
2 per cent in 1947 to 23 per cent in 1957, 
and there is every indication that this upward 
rend will continue for many years to come. 
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BANK OF SCOTLAND 





Need for Confidence in Stability of Sterling 





Lord Bilsland’s Views 





prietors of the Bank of Scotland will be 
held on April 1 within the Head Office, 
Edinburgh. 

The following is an extract from the state- 
ment by the Governor of the Bank, The Right 
Hon. Lord Bilsland, K.T., M.C., D.L., LUL.D., 
which has been circulated with the Report and 
Accounts: 

It will be recalled that at this time a year 
ago the country’s economy was in process of 
recovery from the effects of the Suez Canal 
incident. It became apparent, however, towards 
the late summer that all was not well. Distrust 
of the stability of Sterling abroad was apparently 
generated by the strength of the German Mark 
and the devaluation ‘of the French Franc, 
which, coinciding with the seasonal pressure 
on Sterling, resulted in speculation abroad on 
a devaluation of Sterling. ‘The consequent 
drain on the country’s Gold and Dollar Reserves 
was serious and firm action was necessary to 
protect the stability of Sterling. ‘This action was 
taken in September, when Bank Rate was raised 
to 7 per cent., capital expenditure in the public 
sector of the economy limited to the previous 
year’s level, and the Banks were directed to 
ensure that the average level of advances over 
the ensuing year should not exceed the average 
level of the past year. 


[pri annual general meeting of the Pro- 


Crisis Surmounted 

In retrospect, it may be said that if action 
had been taken sooner the necessary measures 
might have been less drastic. However ‘that 
may be, the remedies appear to have been 
effective so far and, after making full allowance 
for the credits arranged with the International 
Monetary Fund and the Export-Import Bank, 
a substantial improvement in the Sterling Gold 
and Dollar Reserves has been achieved. ‘Thus 
again a crisis has been surmounted, but, so long 
as the reserves behind Sterling are insufficient 
to remove doubt on their complete adequacy in 
all circumstances, it is not possible to have 
confidence that a similar crisis may not arise 
again. 

With Sterling pegged to the Dollar at an 
exchange rate varying within small limits, the 
speculators in Sterling have virtually nothing to 
lose and, as was shown last autumn, they can 
create a situation in which, for reasons unrelated 
to the state of this country’s export trade 
balance, they may gain substantially if our 
national efforts to recreate confidence in the 
stability of Sterling should for any reason fail. 
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While the importance of building-up the 
Gold and Foreign Exchange Reserves of the 
country is thus clearly manifest, the situation 
cannot be said to have been conclusively dealt 
with until there has been a definite halt in the 
upward trend of industry’s wage costs. The 
negotiations pending on wages levels are therefore 
of particular significance at this time. Foreign 
confidence in Sterling will not be permanently 
restored until convincing evidence of the 
country’s determination and ability to resist 
continued inflation has been demonstrated. 
Towards this end the present downward trend 
in commodity prices is helpful, as are recent 
announcements of price reductions in certain 
manufactured products attributable partly to 
lower raw material costs. 

The current recession in trade activity and 
industrial production in the United States of 
America is of particular importance in its 
potential effect on world commerce and on this 
country’s export trade. Opinion at the present 
time, in the main, supports the view that no 
major setback will occur and that, after the 
necessary period of re-adjustment, the length 
and severity of which cannot be assessed, 
activity will be restored. 

After reviewing conditions in Scotland the 
statement continued: 


The Accounts 

The profits for the past year, at £636,961, 
are less than the previous year by some £2,000. 
As I stated last year, the present high interest 
rates do not operate to our advantage. Alloca- 
tions of £200,000 to Reserve for Contingencies 
and £80,000 to Pension Fund are again proposed 
and, after providing for the maintenance of the 
dividend at 14 per cent. for the year, requiring 
£362,250 net, the balance carried forward 1s 
£248,256, representing a reduction of £5,289. 

In the Balance-sheet, Deposits are over 
£.5,000,000 less than last year at £,168,077,105. 
During the greater part of the year deposits 
were higher than the previous year, and the 
reduction now shown has only emerged in the 
last two months of our year. Note Circulation 
has again expanded, this year by an additional 
£1,500,000, and Acceptances, Guarantees, etc., 
on behalf of customers are nearly £2,000, 
greater at £22,376,062. Advances at £40,492,293 
are approximately £1,500,000 lower than last 
year and over £4,000,000 less than two years 
ago. The strong liquid position of the Bank 1s 
fully maintained with Cash, Balances, Docu- 
ments in’ Transit, Money at Call and Bills 
Discounted totalling £80,781,826. 
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STATE BANK OF INDIA 








Year of All-round Progress 





Profit Increased: Dividend Maintained 





Shri P. C. Bhattacharyya’s Speech 





State Bank of India was held on March 14 
at Bombay, Shri P. C. Bhattacharyya, the 
Chairman, presiding. 

The Bank has reported all-round progress 
for the year 1957 both in its traditional business 
as well as its developmental activities. ‘The 
following are the salient features of the Bank’s 
Annual Report for 1957 and the Chairman’s 
speech delivered at the meeting: 


T si third annual general meeting of the 


Increase in Deposits and Advances 


The Bank’s deposits in India increased from 
Rs.221.5 crores at the end of December, 1956, 
to Rs.344.3 crores at the end of December, 
1957, raising the Bank’s share of the deposits 
of all scheduled banks from 20.1% to 25.1%. 
This increase of Rs.122.8 crores in the deposits 
helped the Bank to add to its investments by 
Rs.77.8 crores, to strengthen its cash reserves 
by Rs.10.9 crores and to dispense with borrow- 
ings from the Reserve Bank after the first week 
of April, 1957. ‘The Bank’s advances in India 
also increased from Rs.135.0 crores to Rs.164.6 
crores, raising the Bank’s share of the total 


advances of all scheduled banks from 17.1% 


to 19.2°.. The advances reached a peak of 
Rs.185.4 crores in May, 1957. Industry con- 
tinued to receive the bulk of the Bank’s ad- 
vances (61.5°. on June 30, 1957), while com- 
merce obtained 21.8 °%. 


Foreign Exchange Business 


During 1957, the Bank recorded further all- 
round progress in its foreign exchange business. 
The increased number of accounts opened 
under bilateral arrangements and the emphasis 
lid on the building of cordial relations with 
correspondent banks, especially for financing 
the import of capital goods on deferred pay- 
ment terms, yielded improved results. The 


Bank’s activities were extended to direct deal- 
ings in 17 foreign currencies. 


The scheme to 
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issue Rupee Travellers’ Cheques was finalised 
and the cheques have been on sale all over 
India and abroad since January 2, 1958. 


Branch Expansion 


The Branch Expansion Programme gathered 
momentum during 1957, the number of new 
branches opened during the year being 91, as 
against 46 in 1956. ‘The total number of new 
branches opened since the Bank’s establishment 
till the end of February, 1958, was 176—out of 
which 160 branches were opened at places 
with a population below 50,000 (rural and semi- 
urban areas). At the current rate of progress, 
the Bank confidently expects to discharge its 
statutory obligation to open 400 new branches 
by June 30, 1960. At the close of 1957 the 
Bank had a total of 632 offices—3 local head 
offices, the office in London, 393 branches and 
235 sub-offices. 


Finance to Co-operatives 


The Bank continued its policy of being 
responsive to the needs of co-operative insti- 
tutions. ‘The scope of the Bank’s remittance 
facilities to co-operative banks was further 
extended during 1957. The Bank’s limits of 
advances to co-operative banks against govern- 
ment securities amounted to Rs. 8.5 crores and 
those against debentures of land mortgage 
banks to Rs.19 lakhs. The Bank’s investments 
in the debentures of land mortgage banks 
amounted to Rs.41 lakhs on December 31, 
1957. ‘The Bank has also decided to finance 
co-operative marketing and processing societies. 
The Bank sanctioned in 1957 pledge advances 
to three sugar factories and a cash credit limit 
of Rs.2 crores to a State Co-operative Bank to 
enable it to finance sugar co-operatives. 


Finance for Small-scale Industries 


The State Bank’s Pilot Scheme for financing 
small-scale industries, initiated in 1956, is now 









extended to 36 centres and credit limits of 
over Rs.80 lakhs have so far been granted to 
189 small industrialists. The scheme was 
further liberalised in 1957 so as to enable the 
Bank to provide working capital to small con- 
cerns against almost any commodity, if the 
product turned out has an assured market. 
Clean advances are also granted to a limited 
extent provided fixed assets are offered as 
collateral security and in special cases against 
the capacity of the unit to produce goods for 
specific orders. The Bank has decided to 
advance to the units securing orders through 
the National Small Industries Corporation the 
full value of raw materials pledged with the 
Bank at any of its branches. 


Administrative Reorganisation 


The Bank has started a fourth Circle at New 
Delhi from January 1, 1958, and it is expected 
that this reorganisation will enable the Bank to 
maintain closer contacts with customers and 
exercise more effective supervision over its 
branches. A Rural Credit Section has been 
established at the Central Office for guiding 
and co-ordinating the Bank’s efforts in the field 
of co-operative finance and each Local Head 
Office has established a Development Section 
for devoting special attention to all the de- 
velopmental activities of the Bank. 


Profits and Their Appropriation | 


The Bank earned a net profit of Rs.1.87 
crores in 1957 as against Rs.1.56 crores in 195¢ 
Earnings from interest and discount have ge 
up from Rs.6.19 crores in 1956 to 
crores in 1957, and those from commissiog 
exchange and brokerage from Rs.2.44 crores te 
Rs.3.54 crores. Interest paid on deposi 
borrowings, etc., also increased from Rs,1.59 
crores to Rs.3.40 crores. The dividend tot 
shareholders is maintained at the 
Rs.16 per share. Rs.25 lakhs have 
transferred to the Reserve Fund 
laks are absorbed as bonus to staff. 
Welfare Fund and the 
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Staff Co-operatiy 
item in the 


each. 


a co-operative character. 


Place in the Economy 


Both deposits as well as advances (in andl 
outside India) have continued to rise and af 
Rs.407.9 crores and Rs.205.2 crores respeg= 
tively they have exceeded all previous records7 
The State Bank thus continues to maintain its 
position of great and pivotal importance in the» 
Indian economy. 
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CAPITAL AND LIABILITIES 
Rs. 

Capital—Issued, Subscribed 

and Paid-up 
Reserve Fund 

Reserves .. 
Deposits 
Borrowings 
Bills Payable n 
Bills for Collection. . 
Other Liabilities m 
Acceptances, Endorsements 
Profit and Loss 


in Ss 5,62,50,000 
and Other 
7,36,75,000 
366,51,89,439 
16,50,50,000 
5,11,49,642 
1,00,16,654 
2,22,29,765 
20,41,11'5 
55,99.171 


Rs. 405,12,00,786 





(CONDENSED) PROFIT AND LOSS 
EXPENDITURE 
Rs. 
Interest Paid 
Salaries, Allowances. etc. 
Other Expenditure. . 
Balance of Profit 





Total Rs. 11,82,40,550 





N. V. Gadgil. 


Vice-Chairman: 





STATE BANK OF INDIA 


(CONDENSED) BALANCE SHEET 


ACCOUNT FOR THE 


Chairman: P. C. Bhattacharyya. 
Managing Directors: B. 


AS ON 31st DECEMBER, 1957 


PROPERTY AND ASSETS 


Cash in Hand and Due from 
other Banks 

Money at Call 

Investments 

Advances .. 

Bills Receivable . 

Constituents’ Liabilities for 
Acceptances, Endorse- 
ments and other Obliga- 
tions ce 

Premises and Furniture 

Other Assets 








YEAR 1957 
INCOME 
Interest and Discount 


Commission 
Rents 


11,82,40,550 ~ 
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Total Rs. 


P. Patel and S. P. Puri. 
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and Rs.32 
The Staff! 


Rs.8,257 
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Balanee™ 
Sheet) have been credited with Rs.10 lakhs® 
The last two items are indicative of the? 
Bank’s solicitude for the welfare of the staff and™ 
its readiness to assist constructive activities of | 
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